ED 212 205 
TITLS 



INSTITUTION 

PUB DATE 
NOTE 

AVAILABLE FROM 



EDRS PRICE 
DESCRIPTORS 



IDENTIFIERS 



DOCUMENT RESUME 

HE 014 675 

Student Assistance Anendments of 1981. Hearing Before 
the Subcommittee on Education, Arts and Humanities of 
the Committee on Labor and Human Resources, United 
Senate, 97th Congress, First Session on S. 1108. 
Congress of the U.S., Washington, D.C. Senate 
Subcommittee on Education, Arts and Hiunanities. 
11 May 81 

388p.; May not reproduce well due to small type. 
Superintendent of Documents, U.S. Government Printing 
Office, Washington, DC 20402. 

MFOl Plus Postage. PC Not Available from EDRS. 
Educational Legislation; *Eligibility; Family Income; 
Federal Aid; ^Federal Legislation; *Higher Education; 
*Interest (Finance); Low Income; Middle Class; *Need 
Analysis (Student Financial Aid); Parent Financial 
Contribution; Student Financial Aid; *Student Loan 
Programs f 

Guaranteed Student Loan° Program; Higher Education Act 
Amendments 1981; National Direct Student Loan 
Program; Pell Grant Program; *S^udent Assistance 
Amendments 1^81 : - 

ABSTRACT 

Hearings held before the Senate Subcommittee on 
^Education, Arts, and Humanities on the Student Assistance Amendments 
of 1981 are presented, along with the text of S. 1108. A major 
objective of the bill is, to amend Title IV^of the Higher Education 
Act of 1965 to emphasize the element of need in the Guaranteed 
Student Loan (GSL) program and the Direct Student Loan Program. It 
would eliminate convenience borrowing in the GSL program, but it 
would retJKin the, critically important in-school interest subsidy for 
all students^,- while ..affording middle income families with high ^ 
college costs continued access to loans. In the Pell grant program, 
S. 1108 would allow the Secretary of Educsttion to establish a series 
of progressive assessment rates on-^discrecionary income', subject to 
the congressional review process, which would offer greater equity to 
the lowest income students for whom the program was intended. 
Attention also is directed to the Reagan plen, which proposes to 
reduce student GSL denand by eliioinating the interest-free feature on 
all new loans and to Timit eligibility on the basis of need. The ' 
Adainistration proposal also would charge, a market rate of interest 
for the recently authorized parent loan optidn under the GSL program. 
Supplementary materials include: a discussion paper from the . 
Washington .of f ice of the College Board, "Options foi^ Controlling 
Federal Costs While Preserving Needed Credit for College,^" and "Votes 
by Which Higher Education Legislation Pas&ed Since 1965, Date of 
First Enactment," isubmitted by Senator Randolph. (SW) 



*************************************************** ***************** 

* Reproductions supplied by EDRS are the best that can be made * 

* from the original document. * 
***'***************.***************************************************** 



STUDENT ASSISTANCE AkwOMENTS ^ 
OF 1981—^ ^ 



in 

o 



BEARING 

BEFORE THE 

SUBCOMMITTEE ON 
EDUCATION, ARTS AND. HUMANITIES 



OF THE 



COMMITTEE ON 
LABOE AND HUMAN RESOURCES 
UNITED STATES SENATE 

NINETYi-SEVENTII CONGEESS 

FIRST SESSION 
ON 

S. 1108 

TO AME^fD TITLE IV OF THE HIGHER EDUCATION XCT OF 1965 
•BO EMPHASIZE THE ELEMENT OF NEED IN THE GUARANTEED 
StUDENT LOAN PROGRAM AND THE DIRECT STUDENT LOAN 
/ PROGRAM, AND FOB OTHER PURPOSES 



MAY 11. 1981 




oepahtment of eoucatiom 

NATIONAL INSTITUTE OF EDUCATION 

EOUCATlONALaeSOURCESINFORMATON 

CE.,-TER (EdlC) 
- ThB docunwm h« b«„ r,p,od„c«J „ 

onginating tt. 
^ Mmo/ chanooi hav,, b«n made to .mprove 
reproduction quality 

• Pomi, of v«w or opmK>ns stated m th« docu^ 
^nx do not necessanfy represent off«:«| NIE 
position or pohcy 



Printed for the use of the Committee on Labor and Human Besources 



8S4310 ' 



U.S. OOVBBNMENT PRINTING OFPICS 
WASHINGTON : 1981 



COMMr^E ON LABOR AND HUMAN RESOURCES 

ORRIN G. HATCH. Utah. Chairman 

ROBERT T. STAFFORD. Vermont EDWARD M. KENNEDY, Massachusetts 

DAN QUAYLE, Indiana JENNINGS <5FIR)LPH, West Virginia 

PAULA HAWKINS. Florida HARRISON A. WILUAMS. Jr.. New Jersey 

DON NICKLES. Oklahoma CLAIBORNE PELL, Rhode aiand 

LOWELL P, WEICKER. Jit. Connecticut THOMAS F. EAGLETON. Missouri 

GORDON J. HUMPHREY. New Hampshire DONALD W. RIEGLE. Jr.. Michigan 

JEREMIAH DENTON. Alabama HOWARD M. METZENBAUM. Ohio 
JOHN P. EAST. North Carolina 

Robert P. Hunter. Chief Counsel 
Renn M. Patch. Staff Director 
Lawrence C. Horowitz, M.D.. Minority Staff Director 



Subcommittee on Education, Arts and Humanities 

ROBERT T. STAFFORD. Vermont, Chairman 

JOHN P. EAST. North Carolina CLAIBORNE PELL. Rhode Island 

DAN QUAYLE. Indiana . EDWARD M. KENNEDY. Massachusetts 

LOWELL P. WEICKER. Jr.. Connecticut JENNINGS RANDOLPH. West Virginia 
JERE!iIAH DENTON. Alabama THOMAS F. EAGLETON. Missouri 

ORRIN G. HATCH. Utah 
(Ex OfHcio) 

Polly Gault. Professional Staff Member 
^ Richard T. Jbrue. Minority Counsel 

(II) 




CONTENTS 



Text of: * ' P»ge 
S. 1108 o 3 

CHRONOLOGICAL LIST OF WITNESSES 

MoND.*Y, May 11, 1981 

Rivlin» Dr. Alice M., Director, Congressional Budget Office, accompanied by 
David Longanecker, analyst, )iuman resources and community development 
division; and Deborah Kalcevic, analyst, budget analysis division 14 

Seipelt, Douglas R., ^president, Colorado guaranteed student loan program) 
Denver, Colo.; John Barrett, assistant vice pi^iclent for student loans. 
Chemical Bank, New York, N.Y.; Robert Spiller, president, Boston-Five - 
Cent Savings Bank, Boston, Masc.; and Dr. Gordon K. Davies, director. 
State council of higher education. Commonwealth of Virginia, Richmond, 
Va^a panel 35 

Saunders, Dr. Charles B. Jr., vice president for government relations, Ameri- 
can CaitRcil on Ed^cation, Washington, D.C.; Peter J. Gossens, directoi of 
Government relations. National Association of Independent Colleges and 
Universities, Washington, D.C.; Mrs. Gene S, Miller, director, financial aid, 
Pasadena City College, Pasadena, Calif.; Steven Leifman, national director. 
National Association of Independent College & University Students, Wash- 
ington, D.C.; accompanied by Dallas Martin, executive director. National 
Association of Student Financial Aid Administrators, Washington, D.C., 
and Ekiuardo Wolle, legislative director. United States Student Association, 
Washington, D.C., a panel 65 

; STATEMENTS 

American Student Dental Association, Dr. Orest G. Komarnyckyj, D.D.S., 
ASDA representative on legislation, prepared statement 278 

Association of Independent Colleges and Schools, Stephen B. Friedheim, presi- 

• dent, prepared statement 248 

Burdick, Hon. Quentin N., a U.S. Senator from the State 6f North oijkota", 
- prepared statement 181 

Coalition for Alternatives in Postsecondary Education, Robert Sexton, general 
secretary, prepared statement 242 

Fox, Edward A., president. Student Loan Marketing Association, pre 
statement 237 

Gladieux, Lawrence E.'f executive di>ectoK" WMhing^^ 
Board, prepared statement..*". , I93 

M^leher, Hon. John, a U.S. Senator from the State of Montana, prepared 
statement (with attachment) : 189 

National 'Association of independent Colleges ^nd Universities, Peter J. Gos- 
sens, director. Government relations, prepared statement f 90 

National Association of Student Financial Aid Administrators, Gene si 

Miller, president, prepared statement 99 

Supplemental statement 142 

National University Continuing Education Association, Kenneth E. Young, 
executive director, prepared statement 246 

Rivlin, Dr. Alice M., Director, Congressional Budget Ofiice, accompanied by 
David Longanecker, analyst, human resources and community development 
division; and Deborah Kalcevic, analyat. budget analysis division 14 

(HI) 

o 



ERIC 



Saunders, Dr. Charles B. Jr., vice president for Government relations, Ameri- 
can Council on Education, Washington, D.C.; Peter J. Gossens, director oi 
Government relations. National Association of Independent Colleges and 
Universities, Washington, D.C.; Mrs. Gene S. Miller, director, financial aid, 
Pasadena City College, Pasadena, Calif.; Steven Leifman, National director. 
National Association of Independent College and University Students, 
^yashington, D.C.; accompanied by Dallas Martin, executive director, Na- 
tional Association of Student Financial Aid Administrators, Washington, 
D.C., and Eduardo Wolle, legislative director, United States Student Associ- 
ation, Washington, D.C., a panel : 65 

Prepared statement r. 68 

Seipelt, Douglas R., president, Colorado guaranteed student loan program, 
Denver, Colo.; John Barrett, assistant vice president for student loans. 
Chemical Bank, New York, N.Y.; Robert Spiller, president, Boston Five 
Cent Savings Bank, Boston, Mass.; and Dr. Gordon K. Davies, director. 
State council of liigher education, Commonwealth of Virginia, Richmond, 
Va., a panel , 36 

State Higher Education Executive Officers Association, Dr. Gordon K. Davi^, 
chairman. Federal relations committee, prepared statement 44 

United States Student Association, Eduardo Wolle, legislative director, pre- 
pared statement I53 

White, Fine and Verville, attorneys at law, Washington, D.C., prepared state- 
ment 262 

Wold, Clark J., director, student financial assistance program. North Dakota 
State Board of Higher Education, prepared statement 186 

ADDITIONAL INFORMATION 

Articles, publications, et cetera: 

Guaranteed Student Loan Program: "Options for Controlling Federal 

Costs While Preserving Needed Credit for College," a discussion paper 

from the Washington pfTjce of the College Board, Ma> 1981 209 

"Votes by Which Higher Education Legislation Passed Since 1965, Date 

of First Enactment," submitted by Senator Randolph 174 

Questions and answers: 

Responses of Stephen C. Biklen, vice president. Citibank to questions 

asked by Senator Stafford ;. 244 

Responses of Dr. Alice M. Rivlin, Director, Congressional Budget Office to 

questions asked by Senator Stefford 23 



5 



STUDENT ASSISTANCE AMENDMENTS OJF 1981 



MONDAY, MAY 11, 1981 
^ U.S. Senate, 

SUBCOMMTITEE ON EDUCATION, ArTS, AND HUMANITIES, 

Committee on Labor and Human Resources, 

Washington, RC 
The subcommittee met at 10:07 a.m., in room 4232, Dirksen 
Senate Office Building, Senator Robert T. Stafford (chairman of the 
subcommittee) presiding. 
Present: Senators StSford, Randolph, and Pell. 

Opening Statement of Senator Stafforp 

9 

Senator Stafford. The Subcommittee on Education, Arts, and 
Humanities will please come to order. 

. The Education, Arts, and Humanities Subcommittee is today 
convening this hearing to consider changes in the student financial 
assistance jprograms under its jurisdiction. Ch^mges are necessitat- 
ed by the Senate's adoption of Senate Concurrent Resolution 9 last 
month to restrain the growth of the Pell grant and guaranteed 
student loan programs in accordance with the savings targets for 
these programs established under that reconciliation resolution. 
The targets for savings in these programs for the next fiscal year, 
fiscal year 1982, are $711 million for Pell grants and $536 million 
in guaranteed student loans. 

I convene this hearing not out of any great llesire to see cutbacks 
in .these programs, but rattier because we on this committee are 
> constrained by the action of the whole Senate in passing the recon- 
- ciliation resolution and thus we must make changes in the struc- 
ture of student aid. If we members of the Education Subcommittee, 
many of whom have had some considerable experience with these 
projjrams, do not take the initiative to make the necessary modifi- 
cations, then we run the ven- great risk, absent our initiative, of 
seeing changes enacted which could well be inimical t^ the best 
interests of students and parents. 

Indeed, this hearing is being held with a considerable sense— at 
least from the perspective of the chairman—of dejfi vu. Little more 
than 6 nionths ago, CJongress passed the Education Amendments of 
1980 which, to this Senator, provided an optimal framework for 
F^eral student assistance. That legislation was painstakingly con- 
structed, taking more than. 2 years to develop, during which time a 
panoplv of policy questions related to student aid were fully ad- 
dressed—including the need, particularly expressed by our Senate 
colleagues, to contain the costs of the guaranteed student loan 
program. 



Now we are back again, constrained to achieve substantial short- 
term savings in an entitlement program— guaranteed student 
loans—which does not lend itself to quick-fix solutions, and to 
essentially vitiate many of the improvements made by Congress 
• last year in the Pell grant program. 

Accordingly, I introduced legislation last week, S. 1108, for the 
^ consideration of our subcommittee, which would make these 
changes in accordance with the reconciliation instruction. I harbor 
no illusions as to whether this proposal represents an optimum 
policy for Federal student aid. I 'believe the current Higher Educa- 
tion Act remains the best policy for assisting in the education and 
training of those who will lead us in the future. Rather, S. 1x08^ 
which I have floated as a trial balloon as one option for achieving 
the required savings, is perhaps the least imperfect of a number of 
imperfect alternatives. It would eliminate convenience boVrowing 
in the GSL program, but it would retain the critically important 
in-school mterest subsidy for all students, while affording middle 
income families with high college costs continued access to loans. 
In the Pell grant program, S. 1108 would allow the Secretary of 
Education to establish a series of progressive* assessment rates on 
discretionary income, subject to the congressional review process, 
which would offer greater equity to the lowest income students for 
whom the program was intended. 

Other legislation to effect the targeted savings has been proposed 
by the administration. I cannot lend my Support to that proposal at 
this time, ^ it removes the in-school interest payment in GSL, 
which would result in unreasonable debt burdens for students. Nor 
do I believe that the substantial increase, called for in the adminis- 
tration bill, in family and self-help student contributions, are war- 
ranted at a time when the increase in college costs exceeds the rate 
of inflation. 

Earlier this week, a CBS News/New York Times nationwide poll 
of political party preferences and policy choices indicated that only 
20 percent of Democrats and 31 percent of Republicans supported 
reductions in federally supported loans to college students. That is, 
apparently, far from a popular mandate to cut student aid. As I 
stated on the Senate floor during the debate oyer the reconciliation 
resolution, I have been a strong advocate /or education funding, 
and the process of reducing funding is especially difficult. The 
money we spend at the Federal level to educate our young people is 
an essential investment in our future. Other programs might be 
suspended or reduced, to be continued at a later date without great 
national harm. This is not true for education— if our current poli- 
cies fail to support America's students today, we must anticipate 
reduced achievement from them tomorrow. 

It is my hope that the testimony here today' will help us better 
understand the delicate balance among students, parents, colleges, 
banks, and Government in student aid programs, and help us 
formulate judiciously a viable policy of financial assistance which 
is equitable for all students. 

[The text of S. 1108 follows:] 
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97th congress 
IST Session 



S.1108 



To amend t.tle IV of the Higher Education Act of 1965, ,o cmphasiEe the 
element of need in the guaranteed student loan prog al aTd ' ir e 
student loan program, and for other purposes " 



IN THE SENATE OF THE UNITED. STATES 

^ May 5 (legislative day, April 27) 1981 ' 
Hr. Stafkobd introduced .he following bill; which was read twice and'referrcd to 
the Committee on I^bor and Ifuman Resources 



A BILL 

To amend title IV of the Higher Education Act of 1965. to 
emphasize the element of need in the guaranteed stu'dent 
loan program and the direct student loan program, and for 
Other purposes. 

1 Be it enacted by the Senate and House of Represenla- 

2 tives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Student Assistance 

4 Amendments of 19,g I". 
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2 

1 NEEDS BASIS FOR FEDERAL PAYMENTS TO REDUCED 

2 STUDENT INTEREST COSTS 

3 Sec. 2. Section 428(a)(2) of the Higher Education Act* 

4 of 1965 is amended to read as follows: 

5 ''(2)(A) Each student qualifying for a portion of an inter- 

6 est payment under paragraph (1) shall — ^ 

7 ''(i) have provided to- the lender a statement from 

8 the eligible institution, at which the student has been 

9 accepted for enrollment, or at which th^tudent is in 

10 attendance in making satisfactory progress (as deter- 

11 mined by such in^itution), whiclf — 

12 '*(!) sefs forth si^ch student's estimated- cost 

13 of attendance; and 

14 . ''(II) sets forth such student's estimated fi- 

15 ^nancial assistance; and 

* 16 , *'(ii) meet the requirements of subparagraph (B). 

17 **(B) For the purpose of clause (ii) of subparagraph (A), 

' ^ 18 a student shall qualify for a portion of an interest payment 

.19 under paragraph (1) if such student's adjusted family 

20 income— 

21 "(i) is less than or equal'to $25,000; or 

22 ''(ii) is greater than $25,000, and the eligible in- 

23 stitution has provided the lender with a statement evi- 

24 dencing a determination of need and recommending a 

25 loan in the amount of such need. *- . 



• 


5 

3 


•* 

1 


(t) l<cr the purpose of paragraph (1) and this para- 


o 


graph— 


o 
O 


(1) a • stugent s estimated cost of attendance 


A 


means,^ for the "period for wWch the loan is sought, the 


t> 


tuition and fees applicable to such student together 


b 


with the institution's estimate of other expenses rea- 


•'7 

7 


sonably, related to attendance at such institution, in- 


c 
O 


.^cluding, but not limited to, the cost of room and board, 




reasonable transportation costs, and costs for books 


w 


and supplies, pursuant to regulations prescribed by the 


1 1 


otcretary; 


1 0 


(11) a student s stimated financial ^ assistance 


13 


means, for the oeriod for which the loan is <:nii(rht thp 


• 14 


amount of assistance such student will receive under 


1 

10 


subparts Pand 2 of part A, and parts C and E of this 


lb 


title, any amount-paid under the Social Security Act 


1 / 


to, on the account of the student which would not be 


1 o 
lo 


paid if he w^re not i student, and any -amount paid the 




, student under chapters 34 and' '^5 of title 38, United 


" 20 


States Code, plus other scholarship; grant, or loan as- 




*sistance; and ' • . ^ • 




/ 

, (ill) the determination' of need and the amount of 


.oo 


a loan recomijiended -by an eligible "institution under 


24 


subparagraph* (B)(ii) with respect to 'a student shall be 


25 


determined by subtracting from the estimated cost of . 
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^4 

1 attendance at the eligible institution the total of the ex- 

2 pected family contribution with respecrto su«h student 

3 plus any other resources or student fin^incial assistance 

4 ^ reasonably available to such student.". 

5 . INTEKEST RATE ON PARENTAL LOANS 

6 Sec. 3. Section 428B(cy(3) of the Higher Education Act 
of 1965 is amended by striking out "9 per centum" and in- 

8 serting in lieu thereof ''14 per centum:". 

9 - NEEDS ANALYSIS AMENDMENTS 

10 i§EC. 4. (a) Section 482(b)(3) of the Higher Education 

1 1 Act of 1965 is amended by striking out ''one-half", ^ v 

12 (b) Section 482(b)(4) of sucli Act is amended to read 

13 follows: ~ 

14 ''(4) In determining the expected family contribution 

15 under this s ection for any academic year after academic year 



16 1980-1981, the Secretary shall set a series of assessment 

17 rates t) be applied to parental discretionary income.". 

18 (c) Section 482(b)(5) of such Act is amended by — 

19 (1) striking out clause (A); ^ 

20 (2) redesignating clause (B) as clause (A); and 

21 (3) striking out "$10,000" in clause (A) (as redes- 

22 ignated by this subsection) and inserting in lieu thereof 

23 "$25,000". 

24 (d) The third septence of section 482(c) of such Act is 

25 repealed. 




I 

4 



•4. 



5 

1 (e) Section 482(d) is amended to read as follows: 

2 **(d) For the purpose of this title, the term cost of at- 

3 tendance' .means for the period for which the loan is sought. 

4 the tuition and fees applicable to such student together with 

5 the institution's estimate of other expenses reasonably related 
^^/to attendance at such insutrrtipn, including, but not limited 
• 7 to, the cost of room and^oard, reasonable transportation 

8 .costs, and costs for books and supplies.". 

9 * KKMOV.iL OF SEPARATE BORROWING LIMIT FOR 
iO' INDKPENDKNT STUDENTS 

1 1 Sec. 5, (a)(1) Section 425(a)(1) of the Higher p:ducaiion 
1965 is amended by striking out clause (A), and by 

13 redesignating clauses (B), (C), and (D) of such paragraph as 

14 clauses (A). (B), and (C), respectively. 

15 (2) Section 425(a)(2) of such Act js amended — 

16 (A) by striking out "(other than an independent 

17 student)", and 

18 (B) by striking out "$15,0(X) in the case of any 
^ 19 irdependent student who has not successfully complet- 

20 ed a program of undergraduate edupation,". 

21 (b)(1) Section 428(b)(1)(A) of such Act is amended— 

22 (A) by striking out "(other than an independent 

23 ^ student)", and 

%^ (B) by striking out "qr not more than $3,000 in 
♦ . 

25 ^ the ease of an independent student (defined in accord- 
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6 , 

1 ance with section 482(c)(2)) who has not successfully 

2 completed a program of undergraduate education/'. 

3 (2) Section 428(b)(1)(B) of such Act is amended— 

4 (A) by striking out "(other than an independent 

5 student)", arid ^ 

6 (B) by striking out 15,000 in the case of any 
o7 independent student who has not successfully complet- 

8 ^ a program of undergraduate education,". 

9. (c) Section 428A(a)(l)(A) of such Act is amended— 

10 (A) by striking out **, other than an independent 

11 student,", 

12 (B) by striking out "$3,000 (in the case of an in- 

13 dependent student (as defined in section 482(c)(2)) who 

14 has not successfully completed a program of under- 

15 . graduate education),", 

16 (C) by striking out "(other than an independent 
*7 student)", and 

18 (D) by etriking out "$15,000 in the case of any 

19 independent student who has not successfully complet- 

20 ed a program of undergraduate education,", 

21 EFFECTIVE DATE 

22 Sec. 6. The amendments by this Act shall take effect 

23 July 1. 1981. 
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Senator Stafto^). For the subcommittee, I am very happy this 
morning to welcome not only those in the room who are intensely 
interested la student aid programs, Dr. Alice Rivlin, the Director of 
the Congressional Budget Office with her accompanying assistants, 
will be the first witness before the committee, but if she would 
withhold a minute, I see that my dear friend and long-time partner 
m many committee activities. Senator Randolph, has arnved He is 
most welcon^e and. Senator Randolph, if you would have an open- 
ing statement, I have just completed mine and I would welcome 
yours. 

Senator Randolph. Thank you, Mr. Chairman. As always, you 
are on time, but I cannot be in West Virginia and here at the same 
time. It takes sometime to travel between those two points. 

Senator Stafford; If you ever figure out how to be in both places 
at once, I hope you will let me know how to do it. 

Opening Statement of Senator Randolph 

Senator Randolph. Thank you very much, Mr. Chairman. 

This IS a very important session today, and I think that several 
of us, certainly yourself included, have for a period of time~I know 
1 have for 16 years within the subcommittee been working in 
connection with the support for our Education Act, and for student 
aid provisions that were enacted in 1965. We are faced with a 
painful task of considering ways to restrict and, in many cases, 
remove the opijortunity for young people and adults in this country 
to obtain a college education. 

I know that the higher education community strongly opposes 
the p-oposed budget cuts and program changes that hav^ been 
orderea by the Senate when Senate Concurrent Resolution 9 passed 
in Apnl. It was a resolution of reconciliation of the Federal budget 
I do not- believe in reconciliation mandates in connection with 
education, very frankly. 

Now, for^the sake of brevity, and I am never brief, I will not go 
into too much detail at this time about the many reasonable con- 
cerns that can be and have been expressed as to student aid pro- 
gi-ams changes and required cost savings, in order to comply with 
reooncihation. I am confident that -we will hear those opposing 
views from our witnesses who will testify today. There will natural- 
ly be witnesses who will also give us a choice of alternate proposals 
that can achieve cost savings under student aid programs without 
a drastic effect on the students and institutions concerned. 

I pause at this point to say that, onlv a fev/ days ago, I \^as in 
attendance at the annual college commencement from the college 
in which I graduated, Salem College, in Salem, W. Va. We have 
Mr. Chairman, approximately 250 students th^e who are receiving 
student guaranteed loans, just as Mr. Stockman, the chief budget 
cutter for the new administration, also was the recipient of a 
student loan. . 

We have a good rate of return of payment. We have kept default 
rates down constantly so we^do not feei that there has been an 
abuse of the loan process in connection with our students on that 
^fW^' We in the Congress are constantly attempting to tighten 
eligibility and access to loans, so I have the feeling always that the 
nroijram is soundly constructed and based. The problems that come 
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are from failure of the institutions, in some cases, in seeing to it 
that the students A^ere actually checked, what were the payments, 
how close were they to making them, matters of that kind. And 
although Federal funds have not. been used for actual loan dis- 
bursements but are used only to guarantee loans disbursed by the 
private lenders, I think the Federal Government has also failed 
miserably in connection with the collection of loans; many, many 
employees of the Federpl Government running into the thou- 
sands — have not been repaying these loans, or are constantly delin- 
quent. Perhaps this is the reason why we failed — not the idea, not 
the program, not the objective, but the failure to establish better 
loan collection activities. 

I think it is important for the members of our subcommittee to 
develop modifications to the proposals of the administration, and so 
the views that we will receive here today, hopefully, can heip us 
toward that end. I am very grateful to you, Mr. Chairman, for your 
introduction of the bill, S. 1108, which contains, I think, many 
desirable modifications to the proposals of the administration for 
reforming the student aid programs. I am gratified that S. 1108 
retains the inschool interest subsidy under the guaranteed student 
loan program. I think that the interest subsidy is the backbone of 
the GSL program, and without it the program would phase itself 
out, certainly in a few years, and the benefits would be practically 
nil. 

I think that you have stated that you intend to work with all the 
members of the subcommittee, and I know that to be true, and 
within the committee's present structure in developing a measure 
to comply with reconciliation as it will affect student aid. 

There is no doubt that Senator Stafford will do just that, and I 
underscore the fact as I believe he will do so in a fair and equitable 
manner. That is the way we must work, in a true spirit of give and 
take. We must fashion the program so that the final effect of the 
changes we expect to make will have the least detrimentaLeffect 
on the students and on institutions, I am sure that our chairman is 
concerned for students and the colleges where the students study, 
not only in his State of Vermont, but also in the State of West 
Virginia, also in all the States of the Union. 

I pause at this point to say that there are some institutions. 
Chairman Stafford, that will feel the impact of the changes in 
student aid programs in greater degree than other in^itutions^ 

I do not want to document too much in detail, but I cannot make 
my point without coming to the institution of which I speak, Salem 
College. In Sa'em, we have an independent private college. Howev- 
er, Mr. Chairipan, we have no church constituency. Now, you can 
understand that my coniparison is not because of something that 
Salem College does not have, but let us compare it wit*h West 
VirginSft Wesleyan Methodist College at 3uckhannon. Very frank- 
ly, tha Methodists have a very large number of churches in West 
Virgirya. It may be the predominant religion in our State, But the 
Methodists are able, and do, support that institution in great 
degree. The college at which I was privileged to be a faculty 
member for several years, Davis-Elkins, located in my hometown, 
also a private independent college, has a large Presbyterian con- 
^*^»tuency and funds come from the churches consistently. 
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It is true with Alderson-Broaddus College in Philippi, where the 
Baptists of our State are a very large religious organization. I 
mention these three colleges to indicate that they have the same 
problems as we have at Salem, except they have a greater backup 
of continuing contributions from members of the church body 
which, in a sense, makes the college, although students attend 
there from all faiths or no faiths. I am sure that is true possibly in 
Vermont and certainly in other States. So we feel the impact of 
reconciliation cost savings to a very substantial degree. We are 
concerned about it, and we are holding special meetings within our 
board of trustees on this subject alone. 

I am doubtful that we could continue really, and I do not i. mal- 
ly speak in the n%ative. We will not be able to continue in doing 
the work we are now doing— shall I say, innovative, creative pro- 
grams, as well as our bachelor of arts basics, without the type of 
aid that we are now able to give to students— students who I h':'pe* 
will continue in this country to have the right of choice in the 
kinds of institutions they attend. I am not against the State sup- 
ported college or university in West Virginia. But I -am saying that 
we are facing a problem which may be, in some instances, insur- 
mountable, at the independent college level through the United 
States of America. I hope that this will not be a prophecy. I do not 
want to make it as such. But we are really facing financial prob- 
lems that we hope we can solve, at least in part, in a way that can 
help us to bridge the gap that exists between the public and pri- 
vate sector schools. 

I know students who have talked and contacted me by telephone 
who will have difficulty in returning to college next autumn be; 
cause of the situation that we are discussing. We have also, as I 
understand it, been instructed to bring back credibility to these 
programs And you will not find specific language to that effect in 
the Senate reconciliation resolution or its instructions to members 
of this committee. But just as sure as we are here today in this 
hearing, when, 6 months ago, we would not have dreamed that we 
would be here for this purpose, the responsibility to bring a needs 
base' back for student aid is here. If we do not bring back this 
credibility, or proof of need in some realistic manner, c*nd particu- 
larly in the loan program, then we may lose programs of student 
aid, possibly across the board in the years that are ahead. 
Aitii. "«jh I do not believe the fraud and abuse alleged. to exist in 

dent aid programs is as widespread as reported, there is the fact 

it many members of the Congress and the public and the execu- 
tive branch do believe the worst rather than the best about the 
prografn And, for that reason, justified in degree perhaps, we must 
try to modify existing programs in such marrner as to reduce 
opportunity for those funds to be used fo** afty reason whatsoever, 
but for the intent and purpose of the student guaranteed loan; that 
is to pay for the cost of students in attending ini^titutions of higher 
learning. 

We want these programs I do not know how many members of 
our subcommittee can give close attention to this problem, but I 
hope they can give attention to these matters Secause there is 
involved here the survival of a program th Jt ) believe is worth- 
while I believe that now perhaps as never before, these programs 
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have a reason for existence. Many of the costs of the loan program 
are beyond our control, tied as they are to the interest rates on 
Treasury bills— there is not a person in this room who does not 
have a knov^^ledge of what is happening on interest /ates. The 
families that I meet, as I did this weekend in West Virginia—a 
young man, young woman recently married— are desirous of pur- 
chasing a house. They had seen it, they liked it, but the interest 
rate for the loan is so high that they have no way under their 
present situation, as they see it, to purchase the home. But the 
administration— and I am not a carping critic— says that these 
interest rates will decline. I do not know whether that is true or 
not. I have never seen anything go up or down as the interest rates 
have. Many families, aie innundateii by inflation, submerged by 
inflation, annihilated by inflation and they have less and less 
discretionary or spendable income left over to pay for the costs of 
student education and so must borrow. 

We cannot get away from the fact that the borrowing process is 
involved, but until inflation is reduced— and I do not know how 
soon that v/ill be— according to the administration, it might be 
sooner than later. But until the parent loan program is in place 
and viable — students, must have access to these guaranteed loans if 
their families are in the middle income range and, in some cases, 
low income range— nearly 400,000 recipients of the Pell grants, 
which normally go to low income students, also received loans last 
year. 

I will have, Mr. Chairman, with your cooperation the opportuni- 
ty to question the witnesses and perhaps develop certain other 
matters. If I were to say this is a serious situation in the education- 
al life of America, I am not sure that would be a strong enough 
word. I hope that the subcommittee in these coming days and 
weeks will give close attention to this matter and related problems 
that face us. 

Thank you, Mr. Chairman. 

Senator Stafford. Thank you very much. Senator Randolph, for 
a very thoughtful opening statement. 

Your description of Salem College is quite similar to the college 
that I graduated from in Vermont, Vermont Middlebury. It has the 
same problems. 

Senator Pell, we are happy that you are here as ranking member 
of this committee and most experienced member of all of us on 
these questions that we are facing. 

Do you have an opening statement? • 



Senator Pell. Thank you very much, Mr. Chairman. 

I apologize to the chairman and the witnesses, for I will be going 
back and forth because we are marking up the foreign aid bill 
down the corridor. But I did want to comment briefly on the 
budget reconciliation which requires us to change both the guaran- 
teed student loan program and the Pell grant programs. ' 

The bujfyet reconciliation limits spending in the grants program 
tc $2.46 billion in fiscal year 1982. Thus, we have to adjust the 
existing program to save $700 million. Unadjusted, the program 
would cost $3.2 billion. 
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Now, the only way we can make such savings and to^ do such 
things as to raise the assessment rate, count equity in the house, 
the home, delay implementing provisions of the Education Amend- 
ments of 1980, or allow the Secretary to request a waiver cf- statu- 
tory provisions when it is economically impossible to meet those 
provisions. 

As' for guaranteed student loans, the budget resolution requires 
savings of more than half a billion dollars, $566 million in fiscal 
' 1982. The only way this can be accomplished is to make* the pro- 
gram needs based, place an income cap on the program, make the 
students repay the interest subsidy or reduce the special 
allowances to lenders. These are all pretty brutal choices. As some- 
one who has played^ along with Senator Stafford, a role in creating 
and expanding Federal assistance programs, I hate to see us in the 
situation where we are now where we are compelled to reduce 
these programs and to cut them. The witnesses know, I think, this 
is a great mistake; that the real strength of this Nation is the sum 
total of the education and the character of our people, and when 
we start cutting into that, we are damaging our national strength. 

We are all familiar with those most recent statistics showing the 
success of basic education programs and the title I programs. These 
programs work, and should be supported. Yet we all know that we 
are faced with hard facts, and what we must do. We must substan- 
tively alter both the^grant program and the guaranteed student 
'loan program to accomplish the requirements of budget reconcili- 
ation. And we have no choice. It is our responsibility to meet these 
requirement in, a workable manner so that the programs in which 
all of us believe so strongly will continue with their purpose and 
their integrity intact. Your suggestions will bfe very helpful in this 
task to this hearing. 

I am hopeful that we can develop the information that will 
enable us to do our job as best we' can. The task before us ^'s not a - 
pleasant one, as any dismantling operation is not a pleasant one, 
but it is a task that we 'have to undertake. It is a question of 
alternatives and here I am reminded, I guess, of the story of my 
predecessor, Theodore Green. When he was 90, somebody said to 
him, "Theodore, how does it feel to be 90?" He said, "Better than 
the alternative." 

This is where we are faced with many of these programs. We 
have disagreeable alternatives and we will do our best. 

Senator Stafford. Thank you very much. Senator Pell. 

Now, Dr. Rivlin, we are again, I say, very happy that you are 
here. I think Senator Pell's situation is typical of the other mem- 
bers of this subcommittee this morning, that they are all trying to 
be in three places at once, because they are all interested. And I 
have talked about this matter with Senator Kennedy last night. 
We are very happy that you are here and pleased to hear your 
testimony. 
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STATEMENT OF OR, ALICE M, RIVLIN. DIRECTOR, CONGRES- 
SIONAL BUDGET OFFICE. ACCOMPANIED BY DAVID LONGA- 
NEIKER. ANALYST, HUMAN RESOURCES AND COMMUNITY DE- 
VELOPMENT DIVISION; AND DEBORAH KALCEVIC, ANALYST* 
BUDGET ANALYSIS DIVISION 

Dr. RiVLiN. Thank you very much, Mr. Chairman. I am delighted 
to be here and I would like to introduce my two colleagues who are 
experts on student aid, David Longanecker, from our Human Re- 
sources Division, and Deborah Kalcevic, our analyst from our 
Budget Analysis Division. 

I am pleased to be here today to discuss the administration s, the 
subcommittee's, and other proposals for reducing Federal spending 
for student aid in fiscal years 1981 and 1982. It is going to be a 
difficult process. 

Senator Randolph, you used the word "painful." I just want to 
assure you that the CBO is here to help you in any way that we 
can. 

The 1970's witnessed rapid growth in Federal aid to students. In 
1972, the basic educational opportunity grants program (now 
known as the P?ll grant program) was introduced to supplement 
other programs that ease low-income students' access to college. 
The guaranteed student loan (GSL) program, established in 1966, 
addressed son^ewhat different goals, namely, helping to lighten the 
financial burden for less needy 'students, and supplementing the 
grant aid provided to the most needy students. But until recently, 
even -the GSL program restricted eligibility for these highly subsi- 
dized loans to student*? from families with incomes below a speci- 
fied level. 

In the late 1970's, the Federal focus began to shift. The Middle- 
Income Student Assistance Act of 1978 (MISAA) and the Hierher 
Education Amendments of 1980 significantly broadened the .^pe 
of Federal student assistance MISAA extended eligibility for GSL s 
to all students enrolled at least half time, expanded eligibility for 
Pell grants, and increased funding authorizations for most existing 
student aid programs. The 1980 amendments raised all grants pro- 
grams' maximum benefit amounts, eliminated equity in the family 
home as a determinant of need, and createcj a loan program for 
parents. 

Federal funding also increased— by more than 250 percent— after 
adjusting for inflat ion — from $0.6 billion in 1970 to $4.5 billion in 
1980. Nearly all of this increase, however, occurred early in the 
1970's. Although eligibility has twice been expanded since 1976, 
funding for student assistance has not increased in real terms. 

Expanded eligibHity without increased funding— in real terms- 
has reduced the Federal commitment to assist the most needy 
students; at the same time, assistance to less needy students has 
increased. This dual effect has been particularly evident during the 
past year While $130 million was withdrawn frx^m the need-based 
Pell grant program in fiscal year 1980, the unlargeted GSL pro- 
gram, an entitlement program, required nearly $650 million in 
supplemental funds, because both the demand for loans and inter- 
est rates were higher than anticipated. Likewise, while the continu- 
ing resolution for fiscal year 1980 increased funding for the GSL 
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program by 56 percent— $900 million— it cut the need-based nation- 
al direct student loan (NDSL) program by 35 percent— $100 million. 

\yithout some change in the current programs, federal student 
assistance will almost certainly continue to shift away from help- 
ing the most needy students. If overall funding were to be limited 
but the programs not altered otherwise, funding for the needs- 
based programs would have to be cut, since the GSL program, as 
an entitlement, must always be fully funded. 

Before setting policy for 1982 and beyond, the Congress must 
resolve some funding issues for 1981. To maintain the level of 
services assumed in the continuing resolution and to pay for 1980 
cost overruns, the Pell grant program would need a supplemental 
appropriation of $1.5 billion above the $2.2 billion already appropri- 
ated for fiscal year 1981. If the full supplement were provided, 2.8 
million students would have access to $3.2 billion in fiscal year 
1981. More than 70 percent of this amount would go to students 
from families with incomes below $15,000. 

Although the continuing resolution assured full funding for 
GSL's, the program will cost $2.6 billion in fiscal year 1981, an 
increase of nearly 65 percent from fiscal year 1980. Of this $2.6 
billion, however, $2 billion will pay for obligations on loans made 
in prior years, and only $0.6 billion will be the result of new loans 
made in fiscal year 1981. The CBO estimates that 2.9 million stu- 
dents— 25 percent more than last year— will borrow a total of $6.5 
billion — 35 percent more than last year. 

To gain control of rising costs for student aid, the administration 
has proposed changes to both the Pell grant and the GSL pro- 
grams. In the Pell grant program, the administration proposes a 
combination of five changes for fiscal year 1981: keeping the maxi- 
mum grant at the fiscal year 1980 level of $1,750; rescinding the 
previously approved inflation adjustment in the family living al- 
lowance; requiring a $750 self-help contribution from every stu- 
dent; rescinding the liberalized "cost-of-education" definitions in- 
cluded in the Higher Education Amendments of 1980; and eliminat- 
ing the $10 per grant payment to institutions to cover administra- 
tive costs The CBO estimates that these changes would reduce 
program costs by $0.7 billion, lowering the needed supplemental 
appropriation to $0.8 billion. All students but the neediest would 
receive less under this approach, and about 250,000— or 9 percent- 
fewer would receive grants. 

This subcommittee is examining a different proposal for reducing 
1981 Pell grant costs. The subcommittee's plan, as we understand 
„|t. woujd Jceep„ the $1,75A and rescind the 

liberalized cost-of-educafcion definition; both of these features are 
also part of the administration s plan. The subcommittee's ap- 
proach would not, however, rescind the inflation adjustment in the 
family living allowance, require a S?5p self-help contribution, or 
eliminate institutions' administrative allowances. Instead, to 
achieve approximately the same level of spending reductions as the 
administration proposes, the subcommittee's plan would make Tour 
other changes: allow the Secretary of Education annually to estab- 
lish the assessment rate used to determine how much a family 
should be expected to contribute from its discretionary income; 
count social security and veterans' student benefits as student aid 
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rather than as family income; rescind the provision of the 1980 
amendments that excluded home equity from consideration in de- 
termining the expected family contribution; and rescind the 1980 
provision that would have ended the distinction between families 
in which the student is the family head rather than a dependent. 

If the subcommittee's plan were adopted and the assessment rate 
on discretionary income retained, this proposal would have virtual- 
ly the same effect as the administration's proposal on program 
costs and participatior in fiscal year 1981. Since^program costs are 
highly sensitive to families' expected contributions, the costs and 
effects would be appreciably different if the Secretary were, to 
change the assessment rate on discretionary income, however. Sav- 
ings would also be much smaller if social security student benefits 
were eliminated, as proposed by the administration and adopted by 
the Senate Finance Committee. Savings would decline in this case 
for iwo reasons: there would be fewer social security benefits to 
count as student aid, more students would become eligible for Pell 
granto. 

The Congress could consider other options to achieve Pell grant 
program savings. For example, the two-staged reduction procedure 
contained in the current law, or some variant, could be used. Or, as 
in the strategy adopted in fiscal year 1980, all awards could be cut 
by a given dollar amount. 

To control GSL costs, the administration proposes by. this July to 
eliminate the in-school interest subsidy on student loans, to limit 
borrowing to assessed financial need, and to raise the interest rate 
on parent loans to offset all Federal costs. Because more than 50 
percent of annual loan volume occurs from July through Septem- 
ber, in^plemetiting the changes Uuly 1 would realize half the 
future savings associated with a full year of program activity. 

The precise reduction in loan vojume would depend on the sever- 
ity of the needs test. The CBO estimates have assumed that the 
combined effect of elibiinating the in-school interest subsidy and 
limiting eligibility to assessed need would cut borrowing by about 
half. We also estimate that increasing interest on parent loans to 
market rates would reduce borrowing by about half. 

The administration's proposals could also affect the supply of 
private loan capital— from banks and thrift institutions. Requiring 
a needs assessment would add to the program's complexity and 
diminish leaders' yield per dollar lent, because although the aver-, 
age loan amount would go down, administrative costs for each loan, * 
which are approximately the same, would not. These changes 
would make the program less attractive to lenders and, as a result, 
some st^Jldenls— particularly the most needy, who are generally less 
preferred borrowers— could have difficulty obtaining loans. ' 

This subcommittee has been examining a proposal that, as we 
^ understand it, would restrict loans tof students whose family in- 
comes are below $25,000 or who have financial need, count social 
security and veterans' student benefits as financial aid rather than 
as income, and increase from 9 to 14 percent the interest rates on 
loans to parents. In total, the CBO estimates that the Subcommit- 
tee's plan would reduce student loan volume by nearly 40 percent 
and would affect primarily students from families with incomes 
over the proposed cap, particularly those attending lower-cost insti- 



tutipns. If It wer6 implemented by July 1, it would save $70 million 
of fiscal year 1981 budget authority, although there would be no 
outlays savings. 

For fiscal year 1982, the administration would continue the Pell 
pant prc^am changes proposed for 1981: In addition, it would 
mcrease the assessment rate on discretionary income and, in deter- 
mining the family contribuuon, would eliminate the deduction of 
State and local income taxes. We estimate these changes would 
programs costs at about $2.5 billion. Approximately 
675,000 fewer students would receive grants than in the 1980-81 
academic year. 

The subcommittee's Pell grant plan would continue the 1981 
program changes for fiscal year 1982. As in 1981, it would have 
virtually the same effects on costs and on participation as the 
administration's proposal. 

With respect to GSL's, the administration would continue in 
fiscal year 1982 the reductions proposed for initial implementation 
in late 1981. Assuming a July 1 effective date, fiscal year 1981 loan 
volume wouM be significantly reduced, yielding sizable budgetary 
savings in fiscal year 1982. Since borrowing in fiscal year 1982 
would also be significantly reduced— by 50 percent for both stu- 
dents €md parents — the CBO estimates total program savintrs of 
$0.8bilUon in 1982. ^ f b b 

In adopting -the reconciliation bill, the Senate implicitly accepted 
the admmistration's GSL proposal, but with an October rather 
than a Juhr implementation date. As a result, the resolution as- 
sumes no GSL savings in fiscal year 1981, but a $0.6 billion savings 
in 1982 ^ 

In 1982, the subcommittee's plan would continue the 1981 GSL 
prc^am changes. If these changes were implemented by this JMly 
1, fiscal year 1982 savings would be $0.5 billion because new loan 
volume would decline from $7.9 billion to $4.9 billion. Although 
total program costs would still grow to $2.9 billion, only $0.4 billion 
of this amount would be due to the new loans provided in fiscal 
year 1982. If these changes were not implementetd until October 1, 
however, fiscal year 1982 savings would be significantly less— about 
$0.3 billion. 

. The CongresT could reduce the growth in GSL program costs in 
various other y rap. One option would be to limit special allowance 
payments to lenders. At present, private lenders receive a special 
Federal allowance payment that assures them a yield equal to the 
91-dav Treasury bill rate plus 3.5 percentage points— 18% percent 
on all outstanding loan capital in the last quarter. The actual 
amount -c^-savings-from reducing the special allowance payments 
would depend on the size of the reductmn. Since special allowance 
payments for new loans represent only a small portion of total GSL 
cost savings would be modest at first, but they woul^ eventually 
grow. A disadvantage of this approach is that any significant re- 
duction in the special allowance that was not offset in some other 
way— say, by allowing lenders to charge higher interest rates- 
would make the GSL program unprofitable and could discourage ' 
lenders from participatmg. 

Another option— a variance of one of the administration's pro- 
posals—would eliminate the in-school interest subsidy but would 
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automatically defer payment of accrued interest until students 
have left school. If the Federal Government were to pay the inter- 
est while ^^udents were in school—thus assuring lenders continu- 
ous payments from the time the loans were made—inkial savings 
would be small.' But as the accrued interest was repaid, savings 
would grow appreciably. Although this option would minimally 
increase the administrative complexity of the program, it should be 
^possible to structure the changes in a way that still attracts lend- 
ers • C 

In conclusion, Mr. Chairman, the choices available for achieving 
significant reductions in spending for student aid are quite limited, 
and the time constraints on enacting new legislation— especially 
any that is to become effective this July— are severe. The subcom- 
mittee is therefore confined to a few difficult choices and a rigorous 
schedule. The CBO will try to assist you in any way we can during 
the course of your deliberations. 

Thank you, Mr. Chairman. 

Senator Stafford. Thank you very much, Dr. Rivlin, for your 
very helpfu^ statement. 

I will state to my colleagues on the committee we will use the 10- 
minute rule in asking questions. I am told there may be a vote at 
ir o'clock. If that is so, we will have to recess the committee to go 
over and vote. 

Your testimony includes the option of deferring and accruing 
interest on GSL while a student^ is in school to be repaid with 
principal when the student graduates. 

Practically, woul(J nqt the special allowance be paid on the cap- 
italized amount of the loan while the student is in school, thus 
diminishing a cost savings to the Federal Government as opposed 
to savings achieved by requiring the student to pay interest while 
in school? Could you tell us how much that would be? 

Dr. Rivlin. Let me pass that estimate to Dr. Longanecker. 

Senator Stafford. Let me say on any question that we ask you, 
if you prefer to giv^ us a response in writing, it may be done that 
way. 

Mr. Longanecker. Let me give a brief capsule and, for the 
record, I will prepare something more expansive. 

Senator STAFFORD.Xould you pull ihe microphone up a little bit 
closer? 

Mr. Longanecker. Thank you. 

To a great extent, the cost savings and the effect on the demand 
for loans would depend on how you structured any accrued provi- 
sion. The .administration, for example, has proposed that students 
with the consent of lendersxould now essentially give less; howev- 
er, the banks are able to compound and cap that interest to the 
principal." That does not turn opt to be a very attractive option for 
the lender. 

The specific option that we were discussing, offering here, is one 
that would essentially not change the yield to the lender at all but 
just have the Federal Government pay that interest while the 
student was in school. They would not necessarily be capitalized, at 
least in a compounding way, although, in effect, I think if I under- 
stand ^our question, that is correct. It is clearly increasing the 
level of debt that the student would ultimately have to attain. 
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Senator Stafpoio). Dr. Rivlin, Qae of the critical elements in any 
of the ^ternatives that we are considering for modifying the GSL 
progranf is^ the tetablishment of a viable parental loan program' 
which few lenders have yet undertaken. 

, Can you give us your views on how we might encourage the 
startup of this program authorized by last year's amendments to 
the Higher Education Act, and whether you believe it can, in the 
short term, help to offset changes in the student, loan program? 
, Could you also tell us if we were to enact a needs analysis 
provision of S. 1108, for the GSL program, how much it would cost 
to open up the parent program to independent students and their 
spouses? ^ 

Dr. RivuN. I think that is another question that we m^ght want 
to amplify for the record, but let me see what Dr. Longanecker 
would like to say about it right here. 

Mr. Longanecker. Yes, in terms of estimating the effects, if one 
opens it up to independent students, we could certainly do an 
estimate on that. 

A§ to how to make the program more attractive, ii involves 
making it attractive both to the potential borrowers and to the 
lenders. And actually I suspect the lending institutions which will 
be here to discuss the student aid programs this afternoon may be 
in a better position to answer that question than we would be. 

Senator Stafford. We will expect an expanded answer on these 
first two questions at >our very earliest convenience, if you could, 
please. 

I am especially concerned that by imposing needs analysis, such 
as that in S. 1108, for eligibility for GSL^ that we do not inadvert- 
ently preclude students from farm families witfr farm assets over 
$50,000 from borrowing under the program^ as many farm families 
may b(? wealthy on paper but not in reality. 

Could you inform us of what the additional cost might be to 
waive for GSL the provision that excludes only the first $50,000 in 
farm assets in determiriing the family's expected contribution? 

Dr. RivuN. Clearly there is a problem with respect to farm 
assets. 

We do not have an exact estimate of what waiving the farm 
pix)vision would do. Let me pass that one also to Dr. Longanecker. 
Senator Randolph. What is your name? 
Mr. Longanecker. Dave Longanecker. 

Yes, there clearly are a number of families, farm families that 
are excluded because of the value of their farm. I have heard it 
said that a 3&-acre farm essentially disoualifies a family from 
jissistance. There are a number of factors tnat come into play here. 

Many families, TKey liave a farm that is valued considerably in 
e:ccess of $50,000, but their own equity in that farm may not be 
$50,000 because they have leveraged some of that farm debt value 
by purchasing equipment or they simply mav be working off a 
mortgage and not nave that much into the farm themselves, so 
there are many factors that would come into account here. 

In respect to the eligibility for the guaranteed student loan pro- 
gram, if you had a $25,000 income cap, most farm families earn 
less than $25,000, at least currently, in our economy. And they 
would still be eligible even u.ough tliey had expensive assets, as I 
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, understand the provision of your bill. Pell grants, on the other 
hand, clearly, many of the students are affected by that asset limit 
on farms. ' ' 

So within the farm community, farm families, a large proportion 
of them may benefit from this; the overall cost effects cannot be 
appreciable because only a small portion of our applicants live on 
farms. 

Senator Stafford. Thank you. 

One of the options proposed in GSL is to allow all students to 
borrow up to their remaining needs to $2,500 for an undergraduate, 
and $5,000 to a graduate student, with a floor loan of $1,000. If 
students demonstrated need below that amount, that is to a thou- 
sand, this might alleviate the situation you have described in 
which lenders are reluctant to make loans below $1,000. 

Could you give us your assessment as: this is a possible option 
and, if available, a cost estimate assuming the rentention of the in- 
school interest subsidy? 

Dr. RivLiN. that is a hard estimate to make, although we will 
make an efTort, I think. It is probably a more refined estimate than 
Dur methodology allows us to make with greater conviction, al- 
though we will attempt to do so. Limiting or excluding those who 
borrow less than $1,Q00 would certainly reduce eligibility, although 
It is probable that a lot of those students do not borrow now 
because the lenders <lo not find it particularly profitable to make a 
small loan. 

Senator Stafford. Thank you very much ^ 
Senator Pell? 

Senator Peix. Thank you very much. Mr Chairman. 

I was struck in your testimony -where you stated that funding for 
student assistance programs has not increased in real terms in the 
last half decade, in the lasi 5 years. Yet. we are constantly con- 
fronted by the Budget Committees of both Houses, with statements 
that the student aid programs are always increasing. I guess what 
we are talking about here are the differences between heal increase 
and actual paper increase. In other words, inflation. Has there 
oeen lowering of the real percentage or the amount of help that is 
being given to students than existed in 197()? 
, Dr. RivLiN. That is right. 

The dollar amounts have increased rapidly, but when discounted 
for inflation, the real amounts have not increased since about 1976, 
although they did increase rapidly during the first part of the 
decade. 

Senator Pell. Would not it also be a statement of fact that the 
tuition increases in the colleges and universities on the average 
have gone up at a rate considerably higher than inflation? 

Dr. RivLiN. I am not sure that is true. 

Let me turn to my colleagues on that. 

I think over a long period they have gone up about— at the rate 
of inflation. 

Senator Pelk. I am thinking of the last 5 years. 

Mr. Ix)NGANECKER. We will certainly provide that. It is my recol- 
lection, however, that out of the last 5 years, about the first 3 years 
of those, the cost rise in higher education was below the inflation 
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index and that the last 2 years they havel>een higher but we will 
be glad to check that. \ 

Senator Pell. Maybe you could submit that for the record, be- 
cause I have heard the statements made, and maybe^it is an 
incorrect statement; but I would Uke to know whether the average 
cost of tuition increase has gone up at a rate higher th^n the rate 
of inflation. 

Senator Pell. Dr. Rivlin, you stated in your testimony also sav- 
ings in st»^dent assistance costs would b^ smaller if the administra- 
tion's pronosal to eliminate student social security benefits is 
adopted, j'hus if you take the converse of that, are you saying that 
the cost to the student assistance programs would increase if we 
adopt the administration's proposal?* 

Dr. Rivlin. Certainly, not on balance, not in total, but ^certainly 
the number of students eligible for Pell grants would increase if 
the social security grants were reduced. The administration has 
taken account of that in their estimates of this proposal, or has 
tried to. 

Senator Pell. Thank you. 

Senator Stafford. Thank you very much, Dr. Rivlin. 
Thank you very much. Senator Pell. 

Dr. Rivlin, we understand that it is necessary for you to leave 
and the suLcommittee will certainly want you to go and carryout 
whatever duties you may have. But we would appreciate it if Dr. 
Longahecker and Ms. Kalcevic could stand by in the event we need 
help from them, with the panels that are going to follow. 

Would that be possible? 

Dr. Rivlin. Yes; I will leave behind my able representatives here. 
Senator Peix. I also would like to submit a question in writing. 
Senator Stafford. The Chair will reserve the right of all mem- 
^ bel^, without objection, to submit questions in ^^riting fc- early 
. ^nswers so that those members who were not here and may have 
important questions can get them answered; is that agreeable'^ 

Dr. Rivlin. That is fine. 
. [The following was received for the record:). 
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KBSrONSES TO QUISTIOIfS UlStD AT THE MAY II » 1981 HFJUUNG 
BCfOKE THI 

SUICOHMITTeS OH EOUCATlOff, ARTS AMD HUMANITIES 
COMHITTIE Olh UlOU AHO HUMAN lESOURCES 



t#»pott<t» to Chair— a SttffordU Qtt«»tioM 

Q* Tour ftimny ladudaa tba optica of dafarriog a^d accruing inttratt 
oa CSLa vhlla U ttttdtat it ia school » to b« rtpaia with priacipal ahaa 
tha tcudtat graduattt. Prtctically, voalda^t tha tpacial allouaaca ba 
paid oa tha capltaltoad awwat of tha loaa abila tha studaat is ia 
school, thua dialaishias tha cost savings to tha ftdtral govtmasat, 
as oppostd to aaviogs achiavsd hj raqulring tha studs at to pay 
intartst whils in school? Could you ttll ua how auch that vould bat 

o 

Uodtr aost vsys of laplsaeatiog a proposal that vould allov studsata 
to daftr aod scccue iattrtst oa GSLs vhila ia school, th«' ssvings achieved 
froa eliainsting the in-school iatertst subsidy v^ld be partially offset 
by other cost9» such as increased special sllovaoce payaents resulting froa 
larger debt levels end depreciated vslues of future repayacat streaaa* The 
long-ten savings of approxiaately 25 ceats per dollar losacd (discounted 
to 1982 dollars) resulting froa eliaiaatioa of the in-school iaterest 
subsidy vould ba offset by iacreased costs of approxiaately 5 to 7 ceats 
par dolla^^ losaed. 



If accruing sod deferring ware a private agreeaeat betveea the 
borrower and lander, as proposed by the Adainistrstioa, the iacrease in 
•pacial allovsaca payaeats vould depend oa vhether the federal govemaeat 
vara to pay the^^pecial sllovaace oa oaly the original priacipal aaount 
borrowed » or on both the principal and accrued iaterest. If special allow- 
anea payaents ware aade oaly on the eaount 'of outstsnding loaa priacipsl, 
federal costs par dollar loaaed would aot iaere&se but voluae probably 
would, thus iacreasing special sllowsnce psyaents. It is unlikely* how- 
ever, t.iat lenders vould villingly agree to these provisions since doing so 
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«0ttl4 rt4uc« Under** loi)t*t*n yield 00 ch«M lo«a«. If studtncs mx* 
yubU CO a«soclas« «srMMncs wlch Uodtrs to d«f«r cod lnc«r««c 
f«jMftCs» MO/ •cud«ac« i#ould attd to borrow onoufh aoro to poy chtlr 
AttttMl Ittcorosc ch«rf«t. For ocudtaco vhoto borrowlog wms not coaocr«lo«d 
by cho Mxlmm borrotflng Mounts, ch« caounc borrovtd could b« txpoccod to 
lacrMCO by 9 porccoc* Tb« corrotpoodlog incrootc In special sllowsaco 
payatncs vould partially offstt savings froa allalnatlog In-school Intarast 
subsldias. 

On tha other hand. If special allowance peyaents vere peld on both the 
oriflnel loeo prlndpel and the accrtied Interest, lenders would be essured 
of e Ions tera yield comparable to whet they currently receive, ao they 
would be sore likely to make private asracaents vlth students to accrue end 
defer Interest. Even under these conditions, however, lenders wo\ild have 
reduced current cesh flows, so aany of thaa might still refuse to negotiate 
egreeaents to defer end eccruc Interest* If lenders were to refuse to 
allow students to defer end accrue Interest, aany of thaa would need to 
borrow en eddltioaal aaount to pay their ennual Interest costs*-presualng 
they ware not already borrowing the aaxlaua aaount allowtd. Again, overall 
loan voluae would Increase, as would the requisite speclel ellowanca 
peyaents. 

Under enother optlon^-vhlch was discussed in our testiaoiqr*~loena 
would accrue > e rest froa*^ the tlae they were originated, but these 
interest cherges vould eutoaaticelly be deferred until the etudent left 
school. To ensure thet the supply of loens would not be disrupted due to 
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r«4«c«d rtturiw for Itodtrs, ch« ftdtral govtrtMeoc would condoM to pay 
tlM lAtarttt Mounts vhlXt ch« scxidmts mv io school, bat vould recoup 
tkcM eosU irti«a ch« loans ancarad rapayaanC. Vblla chls opcion vould not 
•diiavtt larfa aavlnss vncil cba dafarrad incarasc payaancs vara rapaid, 
ftttura savlBca would ba aisaiticanc. Evan if cba fadaral govarwanc wera 
paid back tba full aaounc of dafarrad incaratc at cha ciaa chac cba loan 
•scarad rapayaanC, hovavar, a coac Co cba fadaral fovanaanc — ovar and 
abova cha spaclal allovanca payaanc— would raaain If cba fadaral cose of 
borrotflnt Co pay cba inCarasc tub tidy axcaadad cha aaounC of incaraac 
aamad on cba loans. ' 

Q. t sa atpacially concerned cbac, by iapotins naeda analysis such as 
chat in S* lloa for aligibilicy for CSU, cbaC wa do noC inadverCendy 
preclude scudencs froa fera faailies vicb fara sssecs over $50,000 
froa borrowing under cba prograa. as vny fan faailies aay ba wcslcby 
on paper hjc noc in reelity. Could you iufora ua of vhec Che 
addicional cosc aighc be Co waive, for CSLs. che provJfion chaC 
excludes only che firsc $50,000 in fara assecs in deCenzining che 
faally*s expacced cencribucion? 

Eliainacing any expacced taaily concribucion froa che esscc vorch of 
fsaily feras would increase che proporcion of fara children eccending 
college who would be eligible for *;«5Ls- The aggregece iapacc on progr«i 
coses, however, would be ainiaal because only a saall porcion of sCudenCs 
coaa froa fara faailies. and only a porcion of chese sCudenCs would be 
effected by a $50,000 cap on the fara assec exclusicn. 
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Mot all childrta froa f Millet tfhoit fam art worth aort than $SO,000 
«ot*ld bt latllslbit for GSLi* Equity la tht fam, not tha full valua of 
tha property, vould be uiad to da term! aa the expect ad faally coatrlbutloa* 
Although faxw «ay be valued at auch more thaa $50,000, faalllei* equity la 
the fat* aay be lass If the famlllee have large aortgagci oa their property 
or aqulpaeat* 



Under the Subcoaalttcc'a proposal, the aiict exclusloa would aot 
Affect GSL borrowing by aost fam chlldrea becausr their faalllci gcacrally 
have lets thea $25,000 la adjusted groift Incooe; therefore, . ^ chlldrea 
would be eligible for loans regardless of the value of the farms. Oa the 
other head, the $50,000 asset exclusloa would limit GSL eligibility for 
studeats from fara families If the Adalnlstrstloa*s aeeds-besed GSL 
proposal were adopted. 

Q. One of the critical elements la aay of the slternatlves we are 
considering for modifying the GSL program Is the^ establishment of a 
viable parental loan program, which few lenders have yet undertaken* 
Can you give us your views on how we might encourage the start-up of 
this program, authorized by last year's aaeodments to the Higher 
Education Act, and whether you believe It can. In the short term, help 
to offset changes In the student loan program? Could you also tell 
US; If we ware to ensct the needs analysis provisions of S* 1108 for 
the GSL program, how much more It would cost to open up the parent 
program to Independent students and their families? 



Aa I mentioned at the hearing, the CBO is not particularly expert In 
how to make the psrent loan program work or In assessing whether It Is 
likely to be a viable alternative to the student losn program* I would 
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r«C0Meiul vorkins vich lemtcrs, scsct guArsaCtt ageaclts, sod ch« EductCloa 
D«p«rtMaC to deCtraXat if tnd how this progrw can be d€»lgned to b«sc 
•ccoaplish^ics obj9cclvts« 

^ do kaoif' sc this polac chsc Uplcaeatscloa of cht jMrcQC loin 
progm \M b«ea sluggish snd thsc asQT lendtrs hsve expressed relucceace 



CO psrciclpece la ic* As s resulc, ve saclclpsce relsclvely low levels of 
parencsl borroving in flscsl yesrs 1981 sod 1962. 

Ve esclaece chsC excendlog ellglblllcy for psrent losos to independent 
scudencs vould incresse borrowing by epproxlmsCely $200 million, which 
wotild increase progras costs by $2 alllion in fiscal yesr 1982. Virtually 
all of the increased demand would cove froa atudenta who would already be 
borrowing the aaxiaum ellowed aaount in the atudent loan prograa, but who 
would like to borrow sore. Few independent atudenta would be expected to 
borrcw only iu the parent loan progran, becauae the terms of parent loana 
are ao wch leaa attractive than the terms of atudent loana. Ve eatimate 
that 20 percent of undergraduate borrowera and 50 percent of graduate 
borrowers are independent atudenta, and that 10 percent of theae atudenta 
vould alao borrow in the parent loan program. 
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Q, On« of thft optlont propotftd In CSL Is to «llorf all ttudeott to borrow 
up to their reiulnlng need, to $2,500 for ar uadergr&duate and $5,000 
to a graduate student, with a "floor" loan of $1,000, If students 
deaonstrated need below that aaount. This sight alleviate the situa- 
tion Tou have describad fn which lenders are reluctant to nake loans 
' belov $1,000. Can you give us your assessaent of this as a possible 
Option, and if available, a cost estlaate, assuming the retention of 
the in-school interest subsidy? 

We estimate that limiting borrowing to remaining need would reduce 
loan voluise by 50 percent and the number of borrowers by AO percent. If 
all students were allowed to borrow up to $1,000, regardless of need, many 
additional students would apply for loans. If lenders were willing to 
provide loans of $1,000, we estlaate that aa many as l.A million additional 
students would want to borrow, thus increaalng loan volume by $1«4 
billion. But lenders are nrc likely to make $1,000 loans readily available 
becauae their yield is relatively amall on loana of this size. If banks 
were willing to provide $1,000 loana for half of the 1.4 million students, 
loan volume would increase by $0.7 billion, which would Increase fiscal 
year 1982 program costs by approximately $60 million. 

Responses to Senator Pell's Questions 

Q* How have college costs grown over the past five years, relative to the 
cost of living? 

Over the past five years, average college costs have not increased, as , 
rapidly as the cost of living, as measured by either the Consumer Price 
Index (CPI) or the Personal Consumption Expenditures (PC£) deflator (see 
Table 1). This result is consistent with findings reported in previous CBO 
papers that Indlcste that the burden of college costs on the average 
student haa not increased app^eclsbly over 'the past decade. 
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TAKSl. mCREASES-IH TUITION COSTS,' THE CONSUMER mCE IHOeFfCH). AN? 

THE PERSONAL CONSUMPTION EXPENDITURES (PCE) OEFUTOR: 1976-1980 
(In dollars) 





Avtrasc Tuition Costs 




CPI 


PCS Deflator 




Aaount 


Ptrcsftt 

Annual 

Chsngc 




Aaount 


Ptrcent 

Annual 

Change 


Aaount 


Percent 

Annual 

Change 


1976 
1977 
1978 
1979 
1980 


lpl50 
lp238 
1,319 
1,422 
1,551 


7.7 
6.5 
7.8 
9.1 


170.5 
181.5 
195.4 
217.4 
246.5 


6.5 
7.7 
11.4 
13.4 


1,084 
1»206 
1,349 
1,511 
1,670 


11.2 
11.9 
12.0 
10.5 


Chaogc froB 
1976 to 1980 


401 


34.9 


76.0 


44.6 


586 


54.0 



SOURCES: National Center for Education Statistics and Econoalc Report of 
the President. ^ 



Average tuition charges, however, do not necessarily accurately 
reflect the cost increases with^ft..*fi^if ic sectors of higher education. To 
•o«e extent the increase in average >6sts has been held down because a 
higher proportion of students «re attending less expensive institutions, 
particularly two-year public cooaainity colleges. At »any types of institu- 
tions, tuition and fees have Increased aore rapidly than either the Con- 
•uaer Price Index or family inc^e. i .ithough these increases have not 
grown as rapidly a^s personal consunption expenditures. Cost increases have 
varied appreciably within both the private and public sectors. For 
exaaple, froa 1967 through 1977 among five groups of institutions, costs 

1- See, Carol Frances Van Alstyne, Is There or Isn't There a M lddle- 
Incotae Crunch ? (American Council on Edu«,Ation, 197$). 
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W4«->tojK)rttoMUy wt ripldly for th« Jvy L«««ue ind th« S«y«n Siittri 
■cbooli ind rapidly for public Initltutloiu In th« Piclflc Bight, Big 
T«tt» an4 Sooth«iit«ra Coaf«rtac«a«2 

Q. If I MM not «l.t.k«n, tht Ad.lalitritloo tod th* Conir^iilowl Budgtt 
Office UM% dlff«r«nt •coowlc ■■■u«ptloo» In titlmatln* th« coiti of 
prosraas luch ii Cu«rint««d Stud«nt Loini, If th« 
Adaiolitritlon^i •conq«lc Miuaptloo* for Tt«Mury bill lod Intertit 
VMM, and If ^ did oot ilttr the Cuarmtaed Student ^Z** J"**^" " 
■ 11, whit would be the coet of thle progrea In flecal ytere 1982, 
1983, end 198A7 

All of the eetlaetei provided In the testimony are baied on Senate 
Budget CoMdttee (SBC) ecoooalc ■■■umptlooe. The teble below provide* 
eitlmatei of whet the curreot CSL program. If not chiO««d,^would coit In 
flical ywre 1982 through 1984 under both the SBC ecooomlc ■■■umptlona and 
the Admlolitritlon'i economic ■■■umptlone. 

COSrS OF THE CURRENT CSL PROOIAM UNDEft DIFFERENT ECONOHIC ASSUMPTIONS 



SBC Economic Ateumptloni 

Admin- 3tret Ion* ■ Ecooomlc Aaitoptlone 





191'2 


1983 


1984 


BA 


3,439 


4,118 


4,568 


0 


3,247 


3,955 


• 4,470 


BA 


2,799 


3,204 


3,668 


0 


2,725 


3,106 


3,555 



2. Unpubllihed dete from Sunn Melion, The Brooklngi Initltutlon, 197«, 
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- Q. Itt your tMtl«)ny^ you 4iscuss th« possibility of esppin» tht special 
•llovanca thtt is psid to Uodtrs. In your sntlysis of where interest 
rstes end the cost of aoney uy be going in the next few yee'rs, do you 
have s suggestion es to whet e reesoneble cep sight b«. 

In our testiaony we discussed the possibility of Xiaitiog speciel 
ellovsnce peyaents to lenders. Two weys in which they could be liiilted 
sre: 

o lapose e aaxlaua cep on speciel ellowsnce retes» or 
o Revise the special ellowence foraule to reduce lenders' yield. 
Lialting speciel ellowsnce peyaents by iaposiog e aaxiaua cs? oa the 
epeciel ellowsnce reCes used to deteralne psyaents to lenders could reduce 
program costs, but its inflexibility to chenging aoney aarket conditions 
•Ito would seriously Jeoperdite the evallebility of losns to eligible 
• tudents. Any csp, once in effect, would aake CSLs less sttrsc\ive to 
lenders in coapsriaon to other loens end investaent opportunities for which 
yields were not constreined. Aa a result, lenders would likely shift et 
lesst s portion of their current etudent losn cepitel into other banking 
•ctivities. For exaaple, iaposing the saae cep on speciel ellowsnce reted 
tSst existed prior to the fourth quarter of fiscel yeer 1979 (e S percent 
cep on 7 percent loens end a 3 percent c«p on 9 percent loena) would reduce 
landera' fiscsl yeer 1982 yield on CSLs froa 16.5 percent to 12 percent. A 
reduction of this aagnitude would echieve significsnt cost sevings— 
approxiaately $100 aillion in fiscal year 1982 on new loei. voluae elone, 
avan if the «aount borrowed did not decline, end auch greeter seviogs if 
borrowing were reduced. It is likely thet borrowing would decline eppre- 
ciably, beceuse few lenders would be likely to continue participstiog 
actively in the CSL prograa if their yields were reduced by this aaouat. 
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An ftlttnutlv* way of controllinf tptcUI «XIow«qc« cotct vould b« co 
etungt cht forvqU for d«c«r«lalng Undtrt* ov«r«II yl«Id oo CSLt* Cur- 
rently Uad^rt «r« «ttur«d « yl«Id ch«c virltt with cht 9l-d«y Treasury 
bill r«c«t and It tqiul to tht bond tqulvtU icy rttt of thttt Trtttuty 
- bliXt plut 3*5 ptrctottst polntt* It sty bt pottlbit to rtduct thlt yltld 
toiMiihtt tod ttlll ttturt Itodtrt t yltld tdtquttt to kttp thta tctlvtly 
ptrtlcljMitlng In cht progrta. Sost tvldtnct tuggtttt^ thtt tht tptcltl 
tllovtnct rttt could bt rtductd by O.S co I.O perctnctgt polact vichouc 
tljl«lntclng Itodtrt* atrgln for proflc In cht prograa* Tht c(^C ttvlngt 
tttocltCtd with such « chtngt would dtptnd grttcly upon whtChtr cht rtvittd 
•ptdtl tllowtnct tpillltd oaly co new lotnt or Co tll ouctctodlog lotn 
voluM«^ ^ If tppIUd only co ntw Iota voluat, t O.S ptrctnctgt polnc (SO 
bttlt polnct) rtduccion in cht tptcltl tllowtnct rtCt would rtduce fltctl 
yttr 1982 cotCt by only $20 sllllon. On cht ochtr hand, If tpplltd Co 
ptyatnct on tll ouCtCtndlng lotn voluae, rtduclng tnt tptcltl tllowtnct 
rtCt by O.S ptrctnctgt polnCt would rtduct fltctl yttr 1982 ptyatnct 
tpproxiuctly $100 ailllon* If Itndtrt rttCrlcCtd cht tupply of lotnt 
btctutt Chtlr yltldt wtrt rtductd, cotCt would dtcllnt tvtn ttort. 
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tM»oii*» to StttAtor f adolph't Quotlett 

Q. What Wttl4 b« the •fftct of odjuotlot tho futlly oiso offoot alloirooco 
in flocaX yosr 19S2 to occouat fully for lo;i«tloo botvtoo 19S0 ood 
1982T 



Th« CIO •otlMtoo that undor 8* 1108 cht Poll Groat profrott vould coot 
12.5 billion in fiocol yoor 1982. Thio ootlnoto oooumo that tho fonily 
•iso offoot (f.o.o.) ollowoaco vould cootiouo to bo fully odjuotod in' 
fttturo yooro to account for inflation. If, on tho othor hand, tho 
Adnlniotration'o propooal vara adoptod, and cha f .a.o. , w«ro incrooaad 
botvaan tiacal yoar 1980 and 1982 by only anoush to offoot inflation fron 
1981 to 1982, booafita (and prograa coo to) vould bo roducod by an addi** 
tioaal $166 willion. 

Senator Stafford. Thank you very much. 

The committee would now invite the first of our two panels to 

take the witness chair— witness table, we should sav 

P^auseJ ^ 

Senator Staftord. Dr. Rivlin, could you wait just a minute^ 
1 understand Senator Randolph, who had to leave the room mav 
have a question or two after all. So we will withhold a minute 
i&^ause. J 

vote '^"^ Stafford. Dr. Rivlin, we see the Senate has started a 

w ^ possible for you to remain long enough for Senator 

Kandolph, after we return? 

Y'^}^ gentlemen, we are going to recess the commits 
tee simply long enough for Senator Pell anJ myself to get over and 
vote and come back, which I would estimate will take about 15 
minute". 
[Recess.] 

Senator Staf^oi The committee will please come to order 
m order for parcicipants to anUcipate what the committee may 
do, since between rollcalls and other things, we are going to find 
our hearings are overrunning the time we have allotted, it will be 
the Chairs intention to call the second panel first, after Dr. Rivlin 
since the second panel is made up of people who are out of this 
area and the first panel is not It is also the Chair's intention to 
run through until we have finished, if we can do it by 1 o'clock, 
rather than break for lunch earlier. I hope that will be agreeable 
io those who are here. «6>ccauic 

, Having said that. Senator- Randolph, Dr. Rivlin has remained 
and is available to answer questions for you. 

Senator Randolph. Thank you very much, Mr. Chairman. 

Dr. Rivlin, I am now passing a pleasantry; I think you are one of 
the most knowledgeable and capable individuals that I have met in 
tiovemment, and that would mean that you are always on an even 
keel as to subject matters; your position within the organization 
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within Government, has given you an opportunity to help many 
members of the Congress better to understand our problems. 

If budget cuts in the loan program are made, as recommended in 
the budget, Jiow many students do you estimate^and it could only 
be an estimate—would be forced to leave this program nationwide? 

Dr. RiVLiN. We dealt with this to a limited degree in the testimo- 
ny, Senator Randolph. 

For 1981, if I can find the rest of it— iet me lurn to Dr. Longan- 

ter. I guess we do not have the 1981 r umber in thore. 

Mr LoNGANECKER. We estimate the reu.'ction wiT be about 50 
* percent of the number of borrowers; actually, it turns out to be 
about 40 percent of the borrowers; 50 percent in eligibility. 40 
percent brings it down to $3.35 million to $2,200,000; it is a reduc- 
tion of about 1.4 million students in borrowing in 1981. 

In 1981, it is a 50 percent reduction, although it is not quite as 
large because you are only dealing with the borrowing of the final 
quota of the year. 

Senator Randolph. You are speaking now of the guaranteed 
student loan when you made this comment? 

Mr. LoNGANECKER. That is correct. 

Senator Randolph. Is that right? 

Mr. LoNGANECKER. Yes. 

Was that responsive to your question? 

Senator Randolph. In part, yes. 

I waiil to continue it. 

What is your feeling about that reduction? 

Dr. Rivlin. Well, it is not my job to have Ceelinr:s about reduc- 
tions. It will certainly— it will disappoint many students, it would 
presumably be concentrated in those who need it least and have 
other sources of funds, but it will make it difficult for many stu- 
dents to finance their education. 

Senator Randolph. What about the college I spoke 6f as an 
illustration? 

Dr. Rivlin. I am not familiar with th(^• exact situation at Salem 
College, Senator Randolph, but certainly for small, private institu- 
tions that have a large proportion of their student bodies on stu- 
dent aid and I suspect this is one. it will mean very difTicult 
readjustment. 

Senator Randolph. I pointed out one source of giving which is 
not available to us. You understood that? 
Dr. Rivlin. Right. 

Senator Randolph. And that comes with the smaller college, 
usually, the independent private college, because added to no State 
aid, there is this additional lack of aid which can come from any 
so-called body of church membership represented in the college' 
that I speak of, my own, so you realize that you are compounding—- 
not you, but there is the c'ompounding of this problem as it effects 
certain institutions of learning in the country that have no State 
aid and have no body of a church constitu^^ncy, as we would call it, 
to help with the giving process, and^so it is an accentuated proble;n 
that faces many independent institutions of higher learning in our 
country. 

I know of many, many cases, but I am thinking of one, with 
which I am most familiar, where I am personally involved— gradu- 
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ated after being a student; and where I have been a member of the 
board of trustees for more than 50 years, although I am not at the 
present time. ^ 

But we are in a place where v;e are frightened by the possibility, 
Dr. Rivlin, of college closings;' ol closing institutions which are very 
productive in their work and where young men and women need 
the opportunity -to continue their studies in the college of their 
choicv. These matters are deeply felt by many of us; we have just 
had an amendment voted in the Senate; I would be interested in 
k^iowing if a member of the staff would check the vote for me, the 
Moynihan amendment, in which he attempts to remove certain 
moneys from mass transit and to place those moneys back in the 

Erpgram of student loans; so there will be continuing effort, even 
emg made at this time, in reference to the budget votes in the 
Senate, that is indicative of the seriousness of the financial situa- 
tion for which we are attempting to find an answer so as iiot to 
decimate the student aid section of the Higher Education Act 
What is your estimate on the cost of indexing the family subsist- 
ence allowance for fiscal year 1982; that would be the academic 
year of 1982-83, for, the Pell grants? " 
. P''- Let me ask my colleagues if they have an estimate of 
that. If not, we will supply it for the record.- 

We have attempted to break down the various pieces of the^^ 
changes, and, David, do we have it? 

Mr. LoNGANECKER. This is in 1981 or 1982, sir? 
Senator Randolph. 1982. That would be an academic year of 
1982-83, of course. For the fall of fiscal 1982. 

Mr. LoNGANECKER. Roughly, it looks like about $100 million, sir. 
I would be glad to refine lhat estimate when we get a chance 
Senator Randolph. What is the totaPnow? ^ • 

Mr. LONGANECKER. What is— excuse me? 

Senator Randolph. What is the' total of the Pell grant costs'^ 

) .Mr. LONGANECKER. OK. 

In that year, it depends on which option you are storting from as 
a base. 

Senator Randolph. I am not starting from any option. 
Go back to when it was in effect. 

Mr. LONGANECKER. OK. 

The program is currently estimated to cost 'about. $2.5 million— 
bUlion. excuse me— $2 5 billion to $2.7 billion. The progran> around 
thai wouid be about $2.S billion, the program 1108 would cost 
about $2.0 billion. 

Senator Randolph. Dr Rivlin, do you and your colleagues be- 
lieve that loan eligibility should be based on the remaining need 
only without a family income cap and» if so. why? 

Dr. Rivlin. The CBO does not make recommendations about 
policy matters before the Congress; that Tcannot answer directly 
Fortunately for us. it is up to you to make these difficult decisions. 
It IS not our job. 

Clearly, if the Congress wants to use fun-^ available to aid the 
most needy students, then this is one way to do that; is to hmit the 
eligibility for GSL's in some way, to make it a need-based program, 
again, as originally it did have an income limit on it. 

Senator Randolph. So there would be savings achieved? 

ERIC . . - 
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Dr. RivuN. There would be savings achieved by doing this and it 
would tend to target the Government's subsidies on the needier 
students, those who have least access to other kinds of funds. 

Senator Randolph. Thank you, Dr. Rivlin and your associates. 
We will be talking to other witnesses, Mr. Chairman. 

Senator Stafford. Thank you very much. Dr. Rivlin. If you could 
leave your two associates behind, it would be very helpful to us and 
we are very grateful to you and all three of you for being with us 
this morning. 

Dr. RivuN. Thank you, Mr. Chairman. 

Senator Randolph. I yronld like to inquire, what was the vote 
that I requested? 

Senator STAFFORECxhe vote that you are questioning was for 
Moynihan 30; opposed, 55. So the Moynihan amendment lost. 

Senator Randolph. Yes, which I expected it to do. 
' I supported it. 

Senator Stafford. It put you and I in a rather difficult position, 
since it was taking $200 million away from the committee over 
which 'We have shared joint responsibility to make part of it availa- 
ble to this subcommittee. 

The Chair would ask the second panel— since that appeared to be 
agreeable and nobody objected, if they would take the witn<»ss 
table, Mr. Douglas R. Seipelt, president, Colorado guaranteed stu- 
dent loan program, Denver, Colo.; Mr. John Barrett, assistant vice 
president for student loans. Chemical Bank, New York, N.Y.; Mr. 
Kobert Spiller, president, Boston Five Cent Savings Bank, Boston, 
Mass.; and Dr. Gordon K. Davies, director. State council of higher 
education. Commonwealth of Virginia, Richmond, Va. ^ 

Gentleiiipn, do you have a speaking order in which you prefer to 
go? 

STATEMENTS OF DOUGLAS R. SEIPELT, PRESIDENT, COLORA- 
DO GUARANTEED STUDENT LOAN PROGRAM, DENVER, COLO.; 
JOHN BARRETT, ASSISTANT VICE PRESIDENT FOR STUDENT 
LOANS, CHEMICAL BANK, NEW YORK, N.Y.; ROBERT SPILLER, 
PRESIDENT, BOSTON FIVE CENT SAVINGS BANK, BOSTON, 
MASS.; AND DR. GORDON K. DAVIES, DIRECTOR, STATE 
COUNCIL OF HIGHER EDUCATION, COMMONWEALTH OF VIR- 
GINIA, RICHMOND, VA., A PANEL 

Mr. Seipelt. I believe, Mr. Chairman, I will be leading off for my 
distinguished colleagues. 
Senator Stafford. All right. 

Before you start, and in view of the fact that we have to finish by 
1 o'clock, the committee would ask you to observe that svop-and-go 
system we have there. It is not really very satisfactory but it gives 
you four minutes to the yellow light and 1 minute to that, and 
your full statements will be placed in the record, if that is agtee- 
able. 

Mr. Seipelt. I am Douglas R. Seipelt, president of the National 
Council of Higher Education loan programs and director of the 
Colorado guaranteed student loan program. The National Council 
draws its membership from the 46 State-guaranteed and direct- 
lending agencies, from major commercial lenders participating in 
^the guaranteed student loan program, from principal members of 
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the revenue-financing and loan-servicing communities, . and a 
number of other associated groups. 

The council and I appreciate the chance to share with you our 
thoughts concerning potential changes in the guaranteed student 
loan program which <»uld result from the Federal fiscal year 1982 
budget process. ' 

• As you know, the guaranteed student loan pr<^ram is a classic 
example of Federal expenditure leveraging large amounts of pri- 
vate capital for social purposes. This Federal expenditure for fiscal 
year 1981 new loans was approximately $500 milUon and leveraged 
over ?5 billion m new private capital from the comme cial lending 
commumty. 

''^'^S the Federal perspective in 1965 
with the passage of the Higher Education Act. Even then, 16 years 
ago. It was conceived as a program to support; the credit financing 
needs of middle<lass America in meeting the total costs associated 
with higher education. Today, that concept has not changed and in 
reviewing our overall economy I can safely say we now need it 
worse than ever. 

In the early ISTO's, access to higher education became a national 
goal so much so that in 1976 Congress passed legislation to help 
btates estabhsh guarantee agencies to insure adequate private capi- ' 
tal for financing higher education costs. Again in 1978, Congr^ 
moved to expand eligibility through the Middle Income Student 
Assistance Act by deleting any reference to family income as a 

Walways determined eligibility for in-school interest subsidy via 

nnn?P "?'i^2"°1'./2^T^^^.™P^«' ^^^'^^ the early days 
and ?25,000 from 1976 until MISAA. 

r through congressional legislation. State agency hard work 

and lender acceptance, we have a mature student loan program 
which provid^ access to higher education nationwide through rea- 
sonably priced credit for students. This along with many years of 
doublBKligit mfiation, which has eroded parental and student dis- 
cretionary income, escalating educational costs, and a national 
social goal of open access, has created a situation where the Ameri- 
can educational economy relies in large part on the availability of 
guaranteed student loans. 
But at the same time the overall costs of open access through 

'^T^'i H ^^yp"" ^"^ •^'■S^'' share of the Federal 

education budget. I would like to point out though that in- our 
opinion this cost over the last 2 years has not blossomed because of 
traud and abuse, but is due^ to the establishment of 22 new State 
agencies, mandated in the 1976 congressional amendments, and 
more importantly to extremely high national interest rates 'The 
interest rate escalation is unparalleled in our recent history, and 
has pushed the Federal costs associated with the guaranteed loan 
program to exorbitant levels. 

We recognize pursuant to our national fiscal goals, that the 
number of students who can borrow under this program just be 
limited to control Federal costs. 

In this regard, I understand there are two bills which would 
reduce the number of eligible students who can participate in the 
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Srogram: Senate bill 1109, which is the administration's bill, and 
enate bill 1^08, which is your proposal, Mr. Chairman. 
I would like to very shortly discuss Senate bill 1109 in terms of . 
the National Council's position. 

We cannot stand by in .terms of delivering the program in rela- 
tionship to proposals that are in Senate bill 1109 concerning the 
way the program would be administered. The program in 1109 is 
generated to change the prc^jram in two main ways: No. 1, elimi- 
. nating in-school interest subsidy and, two, reducing the amount of 
the loan to something called rerc-uning need. ^ ' 

Removing in-schooT interest subsidy has two effects: 
The first is that it makes the credit very costly to the student. 
For example, a student who borrows $8,000 over 4 years will accrue 
$2,269 in interest before he begins repayment and will repay 
$15,610 for the $8,000 he borrowed. Many potential students may 
decide this amount of indebtedness is not cost effective. In addition, 
delinquency and default problems will inc. ease as the student debt 
grows. We believe that is truly a very costly program to. students. 

The administration's proposal for recovering the in-school inter- 
est includes accruing, capitalizing, or billing the interest. This 
would present lenders with major administrative problems. Many 
lenders, which we utilize today, would not participate under these 
new operational criteria. We are gravely concerned that if these 
changes are required, the availability of credit financing of higher 
ed uci^tion mgy collapse entirely^.'Rp;nnining need" is another issue — 
which will have the effect of shutting out middle-class students 
from credit availability. Remaining need is calculated by subtract- 
ing from the cost of education, the expected family contribution, 
and other student aid to approve at a cost figure not covered 
through all sources. 

It is fallacy to assume that in today's economy a four-member 
family with |22,000 in income will have cash resources each Sep- 
tember 1, for each of the next 4 years, to fund a $2,000 need 
analysis expected contribution toward the cost of education. The 
credit advanced through GSL has always been the mechanism 
which for many families cover the expected amount not available 
through savings or current earnings. 

Need analysis assumes, and I underline "assumes," that families 
have cash in savings or checking accounts to fund computerized 
need analysis assessments. I believe that without credit for most of 
middle America, those funds are not there. 

I have dwelled to long on the administration's proposal, but it 
must be clearly understood the National Council of Higher Educa- 
tion loan programs feels very strongly that Senate bill 1109 will 
hurt middle-class America very badly and will create a new needy 
class. That class is those families whose needs analysis says cash is 
there when in reality it ft not. 

We -applaud your efforts to reduce the GSL program in a more 
equitable manner bv reducing the eligible population, but keeping 
the program available for the truly needy middle class who need 
credit financing for higher education. 

The National Council advocates an income ceiling of $35,000 with 
eligibility for students with fa*nily incomes over that figure based 
on a need analysis. 

ERJC 43 



39 



We have cqnsisteiitly fought any recommendation of needs analy- 
sis for all students l)ecause of the lack of sensitivity toward expect- 
ed versus real family contribution at the low to middle income 
levels. In the twenty to mid-thirty thousand dollar income range, 
we cannot equate expected parental contributions to actual cash. It 
is our contention that families over the $35,000 income level may 
not have the parental contribution available in cash, but are in a 
mucli better position to secure more expensive credit financing 
outside the GSL environment. 

We feel, though, that a $25,000 adjusted income is too low given 
all the aforementioned problems of inflation and costs, however, we 
support the concept of limiting, program sligibility through an 
income level. 

We support Senate bill 1108's position on social security, VA and 
the independent student reductions. It is much easier to count the 
aid resources and limit leveis of indebtedness than to exclude stu- 
dents from borrowing at all. 

The Council has two other positions which you might wish to 
examine: 

First, eliminate all deferments except the in-school and unem- 
ployment deferment, and; 

Second, eliminate the newly enacled 6-month grace period after 
deferments. , _ - ^ i ,-^ - 

'^ 'mr'calcin^ations Vhow ^potential saving of $31 million for fiscal 
year 1982 in these two areas which could be used to increase the 
level of the income ceiling. 

There is one problem concerning implementation dAtes which I 
would like to share with you. Senate bill 1108 carries a July 1 
implementation date, which we feel could bring the current GSL 
processing to an abrupt halt. We are now processing loans for the 
fall and any changes whicii might retroactively effect loan Guaran- 
tees would drive lenders from the program and delay disburse- 
ments. 

Whatever changes arc enacted by Congress will require adequate 
leadtime for implementation or many students will fall short of 
their financing plan this fall. We implore you to look at an effec- 
tive date which would more closely resemble the manner in which 
you implemented the 1980 Education Amendments; such as loans 
which are for periods of enrollment which begin on c after Octo- 
ber 1, 1981. 

We know you share our concern for the importance of the credit 
financing mechanism for higher <^ducation in the form of the guar- 
anteed student loan program. Lack of credic to students, higher 
education institutions and their communities could have detrimen- 
tal long term effects on the goals of our citizens and that segment 
of our economy. 

We applaud your support of the guaranteed student loan pro- 
gram and support your concepts in limiting its growth. 

We thank you again a^ad will answer any questions you might 
have concerning our position. 
Senator Stafford. Well, thank ydu very much, Mr. Seipelt. 
Mr. Barrett, do you wish to go next? 
^ Mr. Barrett. Yes, sir. 
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Mr. Chairman, members of the hubcommitte^, I thank you for 
the opportunity to testify under the studenr loan program. 

I am John Barrett and the ofHcer in chai'ge of the student loan 
procpram at the Chemical Bank. 

Chemical Bank is a lender in student loans in New York State. 
We have at the present time 60,000 student borrowers on loans, 
totaling $230 million. We participate in two prc^ams: the New 
York State hic^er education and the united student aid program. 

The miu'or portion of our loans are made under the New York 
State higher education program. We project that by year end 1981, 
our outstanding loans will total in excess of $300 million. In New 
York State, Chemical and other lenders have made a commitment 
to the student loan prc^ram in the past and hopefully will continue 
to do so in the future. Since Congress passed the 1979 amendments 
which removed the ceiling and permitted the allowance to reflect 
the current market rate, student loans have given the lenders a 
fair return on their investments. 

Major changes in the program could have an adverse effect on 
the return that the lenders presently receive. This would be par- 
ticularly so in the case of small lending institutions. The result 
would be the elimination of small lenders to the program and the 
total concentration of student loan volume by the large lenders. 
— Spec ifical^ y^^a^^TCf6rffng^tc?lhe elim of the subsidy and 
the alternatives available for collecting such interest. One propelled 
alternative would be the monthly, quarterly, or periodic billing and 
collecting of unsubsidized interest by the subsidized institution. 
This is something that I have had some personal experience with. 
Back in 1972, lenders were required to bill and collect unsubsidized 
interest. The results were disasterous. In most cases, the interest 
was not paid by the student and collection and default proceedings 
had to be followed. 

For the most part, this process was done manually since elabo- 
rate and expensive computer systems were required to perform the 
billing and followup required. Chemical Bank assures the getting 
out of the loan pr(^am. 

In New York, we were extremely fortunate to have a State 
, agency take over this very burdensome job. If the lenders were 
again required to bill and collect the interest. I feel that many 
lenders, particularly the small lenders, would discontinue student 
loans. 

Another propoi^ed alternative would be the capitalization of in- 
terest during the in-school and grace period. Again, the smaller 
lenders would be unable to wait 4, 5 or more years for return on 
their investment and, consequently, they w6uld be forced out of the 
loan program. Only large lenders would be in a position to wait 
until repayment commences. 

I am not aware of any type of consumer loan in which a borrow- 
er can defer payment for a period of time that can exceed 4 years. 
The effects of capitalization would be greatly reduced by the 
number of lenders in the program. 

Let me comment briefly on current loans. 

If the rate on current loans to be fixed, and today the rate is 17 
^»x»nt and next month the rates are at 14 percent, next year at 



41 



18 percent, it could commit the lender at a mix of many different 
rates. 

Chemical Bank fully intends to support participants in the cur- 
rent loans, provided the rate is comparable to student loan pro- 
p-ams. A fixed rate of 12 or 15 percent to be paid by the current- 
is r^sonable, providing there is also a variable ratfe tied to current 
market conditions to assure the same return on current loans that 
we receive on student loans. ' 

I would like to also mention that the 1980 amendments which 
' grant a 6-month gr^ce period after each deferment is, in my opin- 
ion, unnecessary and should oe eliminated. 

I thank you for the opportunity to discuss thesfe proposed ■ 
changes on the student loan program. 

Thank you. 

Senator Stafford. Thank you very much, Mr. Barrett. 
Who will go next? 
Mr, SpiUer? 

Mr, Spiller. I am Robert Spiller, president 6f the Boston Five 
Cent Savings Bank. We are the largest savings bank in Massachu- 
setts and I thmk the second largest student-loan lender in Massa- 
chusetts, but being a large savings bank today dofes not mean much 
^ggy 'Pore. My work has been in housing in the past, this past year, 
just to— because the thrift bank is very different from the Chemi- 
cal Bank; it is a different operation, which it is important that both 
views be heard, although they are similar. This past year, we did 
under 6,000 loans in an amount over $15 million, and currently we 
are processing, in the first 5 months of this year, about $7 million 
m current new loans to students. I would talk some policy; I do not 
have a prepared text. I would rather respond to some— the issut^s 
that I thmk a. e important. I can l6nd money to 'students; I can seil 
the loans and I can relend again and keep a fairly substantial flow 
of dollars available to a very large student population in our indus- 
try. I believe there is some tightening down that needs to be done, 
either through mandating of some minimum amounts, either 
•o^^l^AJK^^ ^ lender; I believe Uat people who earn 
over $200,000 should not come in and boirow student* loans, and I 
see that abuse and I could cite you many examples of something 
that has been an abuse. 

A few years ago, when we could not track down where a student 
had moved to because the school would not give out the address- 
things like that have tightened down, but there ai-e more things 
that need to be done. 

The qu^ion of interest subsidy; I do not really think it is a 
question. If the interest subsidy does not continue in its current 
form, or something comparable, the lender, such 'as myself, could 
not participate in the program. Interest to us cannot be capitalized. 
It has to be earned and received in a timely manner, simply 
because the industry that I am in is in battle sufficiently well now 
that it cannot afford loss leaders. 

I think a question is always asked: Why are we in the student 
loans? Rather than wait, I will answer the qiiestion. up front. We 
are in the student loan - business because it is of benefit to our 
economics; it provides to our institution some future customers, 
which is very important; we are in the retail business.. • - 
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It provides us with a liquid portfolio because we sell all of our 
student loans so that we can take care of a lot more kids and 
within the charter of what we do, we are dedicated to housing and 
therefore we would also be dedicated to student loan lending; oth- 
erwise, we should function as a different institution, as you know, 

I think there are a couple of things that could well be reviewed. I 
think within Sallie Mae, I think some significant achievements 
could be achieved in tlie area of servicing. I think there are too few 
people servicing Sallie Mae loans. I think some cooperative effort 
in software, and then putting up the bid, more people to get in- 
volved in servicing and letting these people buy the software pack- 
ages in Sallie Mae. 

I think there are some practical things that could be done to 
simplify some of the cost of servicing and I think also there ought 
to be some review of some of the guidelines that Sallie Mae lives 
with; I have watched housing grow; I have watched Ginnie Mae 
and Freddie Mack grow and I do not like to see the tail wagging 
the dog, if that is the right way of putting it; because I think they 
are a service agency and should not be the agency making the 
basic decision; that should be coming from the education side and, 
the final comment I would make is, in the world of housing today, 
the typical piece of paper or pieces of paper necessary to put a loan 
thrcugh-are probab!y"34 feet long andjjypuld^certainly hate to see 
that happen in the world of education, for a studenTlban, because 
that would ' ery clearly drive all private lenders out of the market- 
place. They could not afford that kind of paperwork. 

Thank you. 

Senator Stafkurd. Thank you very much, Mr. Spiller. 
Dr. Davies? 

Dr. Davies. Mr. Chairman, members of the committer I am 
Gordon K. Davies, the director of the Virginia Council c. Higher 
Education and I chair the Federal Relations Committee oi the 
State higher education executive officers. 

Our organization is the organization of the central State agencies 
in the United States who have the responsibility for coordinating 
or governing higher education in the States. 

Mr. Chairman, let me start by saying that we fully support the 
Federal efforts to reduce spending and to control inflation. I was 
struck, Mr. Chairman, by your comments on the delicate balance 
which must be maintained with the abilities of the students, par- 
ents, colleges, banks, to support education. 

I would like to add to that balance, if you will allow me, the 
ability of State governments to pay their share, not only to the 
public institutions—and Senator Randolph, but to the private insti- 
tutions. 

Many of our States, Virginia being one of them, has a substantial 
grant program in support of private higher education. We give 
$700 to every Virginia student in a Virginia private institution this 

ear and next year that number will go as high— well, by 1983, as 

igh as $1,000 per student. 

Our job in the State is generally to make the tough decision at 
the State level among good things, deciding which good things to 
do: and that way, it is analogous to the kinds of decisions that this 
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subcommittee and the Senate is facing in higher education. Good 
higher education costs money.. 
If the Federal Government has to cut back on its support of 
• higher education, if the State revenues are tight and they are 
across the country, then parents and students iiiust expect to pay 
more money in tuition and fees. 

If we are to take. Senator Stafford, take Vermont's figures as an 
example, Vermont receives from the Federal Government, from the 
paranteed student loans, the Pell grants and the other institution- 
based program, receives more than 50 percent o^ Jl the tuition and 
fee revenue it must collect to run its ii:^titu:,''.*xS. 

If these moneys are not , available, then clearly they have to be 
passed on to the students themselves and their parents. 

Now, Virginia is a pretty— is in a pretty good position as a State, 
financially, ri^ht nqw. We are still growing as a population and 
industry is still growing but if we were to take a base of $500 
tuition for a Virginia student, in a public college, in 1982, through 
1984 on that basis, something in the neighborhood of $90 will be 
fcftA J"®* because of inflation; that takes tuition from $500 to 
3>590. On top of that, something in the neighborhood of $50 will be 
added to replace general-fund tax dollars which are simply not 
available. That takes the tuition increase to $140 on a base of $500. 
Clearly, what is happening in the States is that the pressure is on 
the parents and the students to come up with more money; and it 
™.j£uironic and 4X)t©ntiaHy^ tragic t^at^t the- Federal •leve^the-- pres- 
sure is on you to makeup decisions about which money to take 
away from the same parents and the students. 

Mr. Chairman, on behalf of my organization, I would like to tell 
you that we can enforce Senate bill 1008. The interest subsidy that 
YP^' J^P^fr.!^ maintain we strongly .support; whether the need 
lin.it IS $25,000 or higher. I would suggest it needs to be discussed. 
We would certainly support counting social security and veter- 
. ans benefits as part of the student's assets; we would support 
higher interest^ rates on parental loans. We would suggest to you 
that It would be goru to look at the peculiar situation of independ- 
ent students, especially those students who are independent and 
have families, have responsibilities in the communities. 

There are many colleges in Virginia where there are more 
people over 22 than there are under 22 enrolled. The average age 
in our community colleges is 28; the average age in the urban 
communities is higher than that. 

These people, many of them, find themselves as single parents 
looking for their first career, as young married people looking for 
theirs—the break which will give them a be tter economic life and 
a letter opportunity to contribute to the weL being of this country. 

We would suggest to you, then. Senator, that it would be useful 
to go back and consider whether provisions could not be made to 
include these independent students as separate category receiving 
special treatment in S. 1108. 

Mr. Chairman, as part of my testimony, I have appended a set of 
positions adopted by the State higher education officers on these 
eaid other positions and I will be pleased to answer any questions 
that the subcommittee might have. 
Thank you very much. 
^^I^he prepared statement of Dr. Davies follows:] 

i 
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Mr. Chairman and Members of the Subcommittee: 

My name is Gordon K. Davies/' i am Director of f he' Virginia 
council of Higher Education and Chairman of the Federal Rela- 
tions Committee of the state Higher Education Executive Officers 
(SHE£0)v The organization which i represent £s composed of the 
director, chancellor, commissioner, or president (the title 
varies from state to state) of the agency m each state which 
is responsible for coordinating or governing that state's system 
of higher education. SHEEO also includes the executive head 
of each state's postsecondary planning commission established 
initially under Section 1202 of the Higher Education Act - as 
that Act was written prior to its reauthorization last October/ 
My organization very much appreciates the opportunity to 
''offer some observations and to make scrae recommendation^ Lv^f^y. 
We also thank you, Mr. Chairman, and^^Senator Pell for the expert 

_a55i.«xaa'"e, nh isih^ i^^cpat; iaaalii^. mrovidftd , both ..to ..^hssq . and to^ 



its members in our individual capacities in the states, by the 
fine staff members whi<*h are under your direction. Each member of 
your staff is always ready to provide information which we 
need in the states. Moreover, each one is always eager to 
listen to our problems and conc-.ns and to request our opinions 
about educational issues of importance to our states- For this 
and for your c acious hospitality toda> , we are most grateful. 

I would like first of all, Mr. Chairman, to en«phasize 
that SHEEO supports the efforts of Congress and the Administration 
to bring federal expenditures under control and to halt the 
inflationary rise in costs which has been so damaging r,o ail of " 
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higher education.; For several years the energy costs to provide 
heating and electricity for our institutions have generally 
doubled 'over the previous year, the construction costs of new 
academic facilities have increased m my own state by at least 
150 percent in the last five-year period, and the charges for 
faculty and staff salaries, while never managing to keep up 
with in/lation, have nevertheless grown annually between 6 and 
12 percent. These increased and uncontrollable costs have 
resulted in grave fiscal conseqi^ences for mpst of higher education- 
As^ heads of coordinating and governing boards, it is often our 
responsibility to assist in the allocation of the scarce 
resources provided for higher education in each of our states. 
Therefore, we perhaps have more sympathy — and empathy — for 
the difficult task which you and your colle^agues face in attempt- 
ing to trim expenditures than do most organisations and mdivid- 

--'-ua-is-who-irtrsirtfy before* yocr: — ' " — - — 

All of the increasing costs for higher , education must ba 
borne by someone, and this is^the message th^t I would emphasize 
to you toda" For whi^e higher education, and especially . 
\ SKSEO, supfo. i the 'need to reduce federal spending, 

we uncjerstand all too painfully that as federal support for ' 
hiaher education stabilizes* or even declines - at the sair.e 
time that inflation continues to rise and the cost of higher » 
education mevibably increases - the states will b^ called 
upon to assume a larger burden of the total educational costs. 
Unfortundcely, mosr states are m a situation comparable to 
that of the federal government, even though .-nost are not 
operating with actual monetary deficits. The states' resources 
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are already strained and, without additional int;^eases In taxes, 

most states will not be able fully to meet escalating costs 

which will apparently not be met in part by a growth in 

federal funds for education. This means that the consumers 

of education - the students themselves and their parents - will be 

forced to piy higher and higher tuitions, and this could 

seriously endanger student access to higher education. 

In calling this potential danger to your attention, I do 
not mean to imply that the states are not prepared to assume 
their fair share of the increased financial burden which 
will fall to the states as a result of the effort to 
contro^ federal spending. Indeed, many states, including 
my own, have already moved to address ^the potential 
loss of federal educational funds, particularly as the loss 
might affect the ability of students to enroll at the insti- 
&utiorv«> Reo<» "vi-z-mg-the— ft^wtage of dollars at the forferal 
level and with the realization that student tuitions in * 
Virginia will be ICorced up dramatically m the next biennium 
because of a shortage of st-ate revenues. Governor John N. Dal ton's 
preliminary budget targets for 1982-34 would more than double 
the institutions* funding for student aid. Still, the additional 
dollars provided will only offset a ut one dollar out of every 
five which must be raised in addition to the normally expected 
tuition increases. The increased aid dollars proposed cannot 
begin to address the losses which we estimate will occur if 
the Pell Gra.nt prcgrar. suffers the decrease which we estimate 
(about SIO million over a two-year period m Virginia) 

if the program is funded at levels currently proposed. And the 
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economic cliavate in my state is geX^ally much better 

than that found in many other states which have been hurt by 

wore severe economic problems, 

Mr. Chairman, as part of the necessary effort to control 
the coat to the federal government of the Guaranteed Loan 
program, I am pleased, on behalf of SHEEO, to endorse the 
concepts proposed in the student aid bill whicly you recently 
introduced and which is. now before this Subcommittee. Most SHEEO 
nenbera recogriize^d very early after the passage of the Middle 
Income student Assistance Acr. that the escalating o,.erating 
and administrative costs of the Guaranteed Loan program would 
soon be out of control and must eventually be checked in order 
not to endanger the funds available for othet aid programs. 
As a result, at its Spring r^eeting here in Washington in 
April, SHEEO adopted a position paper advocating the re- 
■'•^srAbTTsHmVnt'bTVri'rricbm^ thAs progVam,' " UndVr Vt, 

students from families 'with adjusted incomes below a specified 
level would autcmatically qualify for interest payments while 
students frOm families with 'adjusted incomes above the specified 
level might still qualify, on the basis of need, .for the 
subsidy. ^ Whether that cap should be set at $25,000, as proposed 
in the bill, or at some other level, I would leave to the 
Subcommittee to decid-, with the assistance of the able 
representatives who are here today from the loan program and ' 
from the banking industry. 
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SHEEO ftlso supports the proposal to count as financial 
aid, for purposes of determining the size of a loan, all Social 
Security and Veterans Benefits payments received by a student » 
We also favor charging a higher interest rate on parental loans. 
Both of these proposals are. of course.^ included in your bill. 

In addition, I am particularly plea«ed that the federal 
government's payment of the interest subsidy is retained under 
this bill. The interest subsidy remains the heart and soul of 
the loan program. 

While I defer to my colleagues in the financial aid com- 
munity to comment in greater detail with regard to the proposals 
embqdied in the measure before us to modify the Pell Grant pro- 
gram. I would like to touch on one matter that particularly con- 
cerns us at the state level. As I am s'ire you are well aware, 
the proportion of students attending our colleges and universi- 
^^i?.^ , RT.^J^!: ^}y,^?.^^ adults has, ri sen d ra^ma t i - 

cally in recent years. In many schools, adult students approach 
or indeed exceed the number of traditional 18 to 22 year olds. 

When the Pell Grant program was initially enacted, it was 
directed towards that traditional, relatively youthful cohort. 
Now. however, it must also serve as a very basic instrument of 
financial assistance for the head of a household seeking to im- 
prove his or her employabi 1 i ty . or for the single parent striv- 
ipg for a new or first career. The 1980 amendments sought to 
eliminate the gross inequities against such independent students 
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with dependents by limiting the differential between assessment 
rat^s for these students and wKS^ would be assessed for their 
own children. The new measure pefore this Conunittee eliminates 
this very important/protectiop » and jeopardizes the ability of 
many legitimately/^needy adults to obtain the educational ser- 
vices they need aiid desire. *I urge you to incorporate language 
into this measure w*hich restores reasonable equity for the adult 
student who j«Ust have the dual responsibilities of maintaining 
his or hof family and seeking, through higher education.^ ^to im- 
prove their condition. 

Mr, Chairinan, I have appended to my statement copies 
of the position suzunaries adopted by SHEEO with regard to the 
Pell Grant program; the Title I programs, about which I would 
like -to say a few words; the reauthorization of the Vocational 
Education Act; and the Guaranteed Student Loan program. I 
would be happy to elaborate on any of the position summaries, 
but because the tLne is limited today, I would like to conclude 
my testimony with a brief statement about the role of the 
Title I programs in the federal-state partnership for post- 
secondary education*; 

^st Fall, Congress combined ceveral federal programs 
which are administered at the state level into Title I of the 
reauthorized Higher Education Act. Among the programs included' 
are the state postsecondary plannmc activity (formerly the 
postsecondary ccmnission - or 1202 - program), the Educational 
Information Services program, and the Community Services and 
Continuing Education program rewi^tten to empnasize the con- 



55 



51 

tinuing education aspect of the program. Title I ,» as 
reauthorized, is actually » a block-grant program, which demon- 
strates how that concept can be applied to higher education and 
emphasizes the partnership for postsecondary education which 
has now develotffed between the federal government and the states 

In short. Title I embodies the focus on federalism 
which the Administration is eager to establish for many other 
federal programs'. It would b- contradictory, in my judgment, 
to the goals of the Administration and Congress to eliminate 
funding for this program at this time. It would also be 
counterproductive because, despite arguments that that the 
states -^ould be solely responsible for funding the activities 
under Title I, there can be no better demonstration of the 
federal-state partnership than is found when both levels of 
government work together to plan for nhe future development 
of education in this country. We have mutually accepted a 
responsibility to provide nore information to students about 
educational opportunities or to reach unserved or underserved 
adults with educational programs which will make .them more 
^^productive members of society. I urge, therefore, that this 
Subcommittee continue to be supportive of the Title I pror 

Mr. Chairman, again I appreciate the opportunity to speak 
to you today and to thank you on behalf of SHEEO for the support 
which you continue to give to the states, which do have the 
final responsibility for providing h;,gher education to the_ 
^Citizens of- t^ris-natlon: I woTldTe pleased to answer any 
questions which you might wish to pose to me. 
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STATE HIGHER EDUCATION 
EXECUTIVE OFHCERS ASSOCIATION 



rATRICK M. C^LLAK 



SHEEO POSITION: 



FINANCIAL ASSISTANCE PROGRAMS 



1 , Pell Grant Program FY 82 

A, Cost of attendance and family contribution schedule as 
provided under current law. 

B- Structure award f omul a to include a minip.u.Ti student self- 
help coirrsitrr.ent, through work or loans. In addition to 
expected parental contribution an<i grant aid. 

C. Include all education benefits under social security and 
veterans' programs as student resources- 

Maintain half cost linitaMon. 

Er Support the legislatively nandated naxi^a*:! grant. If ap- 
i!>ropriation is inadequate, utilise ratable reduction for- 
mula in cluded ir^ present law. 

2. State Student Incentive Grant (SSIGl 

The State Student Incentive Grant (SSIG Program should be sup- 
ported and expanded to provide a greater incentive for states 
to provide .r.atchmg funds m the forr of Sta'-p Scholarship and 
Grant Progran^s designed to provide for iccil needs. States 
should determine institutional and student cligibsllrty for pro- 
grams. J 



C*t*f «4« *«!*> 0«J>1J«S'II ft 2 
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Guaranteed Student Loans 



C 
A. 



Liniit eligibility for oSL to students with adjusted fanlly 
incoce of S3S,000 or less, except where need dervonstrated. 



B- Maintain the m-school interest subsidy. 

C. Eliminate all defensent periods except those for m- 
school, unCTiploywent and hardship. 

O. El inmate 6-TOnth grace period following defements. 

E. Delete separate treatment for' independent students. 

F. Treat Social Security and -'eterans' education benefits 
as student financial aid for purpose of computing GSL 
level . 

4. Oppose tuition tax credits as a substitute for direct student 
financial assistance. 

Adopted by the full meirbers^.ip 
April 10. 1981 
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STATE HIGHER EDUCATION 
EXECUTIVE OFFICEPS ASSOCIATION 



4 HwM* tCtfU**t 



rATKiCK It CALLAN 



TITLE IB 

(State prannmg, Cont inning Education, 
Educational Information ) 

SHEEO POSITION: Support continued funding for this title m FY 81 
and beyond , 

RATIONALE: 

1. This is the single title in the Higher Education Act which is 
desigredr.to accoriplish the adrninistration ' s goals of improv- 
ing thp^ f#>dpral -<;t;*t-<* r-*>l ;*r i n-^cshi n And <;hifi'jno r*>«;pons\bi 11 ty 
to the states. * 

2. State higher educati'^n planning is essential m avoiding waste 
and unnecessary duplication, and m using available resources 
most effectively. 

3. This title pro-TOCes greater access to po$tsecondary education 
^ by underserved parts of the population, thereby increasing the 

quality of the workfonce and .national productivity. 



, Adopted by the full r^otrbcship 
April 10. 1981 
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STATE HIGHER EDUCATION 
EXECUTIVE OFFICERS ASSOCIATION 



li rnMM Xirrri 



fAlRlCK M C^LLAN 



VOCATIOHAL EDUCATION ACT REAUTHORIZATION 
SHEEO POSITION: 

1. Vocational Education grants should be block grants made to each 
state for use by educational agencies. 

// 

- 2. Funds authorized under the Vocational Education Act shall be 
used exclusively for education programs. r 

3. State Advisory committees should be optional. 

4. The Vocational Education Data System (VEDS) should be eliminated. 

5. Federal approval of state plans should be eliminated. 

6. The Vocational Education Act should leave to the state decisions 
about which postsecondary institutions will provide vocational 
educ<itxon. 



Adopted by the full rer>t?rship 
> April 10. 1931 
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Senator Stafford. Thank you very much, Dr. Davies. 

Might I start with an informal question to the two bankers? 

I note especially, Mr. Barrett, you referred to small lenders, and 
that term has been kicked around quite a lot, but not defined. 

Could you tell us, in your opinion, what you consider a small 
lender? 

Mr. Barrett. Yes, Senator, I am referring to the savings bank, 
savings and loan associations, not Chemical Bank or any major 
commercial lenders. 

Senator Stafford. Would you put some kind of a dollar limit, 
Just for our guidance, on what you would consider small? 

Mr. Barrett. I would rather not at this moment. Senator. But 
for the past several months I received numerous telephone calls 
from savings banks, wanting us to buy their portfolio, because of 
the need for cash, and this has happened more and more today, 
Senator. 

Senator Stafford. Mr. Spiller, would you have any comment 
there? 

Mr. Spiller. Yes, I think it breaks down, John, we agree, no 
problem. I think the thrift bank that is under $100 million, that 
has not Jearned its way into the secondary market, be it for stu- 
dent loans, or even in the world of mortgage lending, to use the 
Fannie Mae over there— in a sense, they are a small lender, be- 
cause they do not have the expertise or the people to explore those 
areas, and I think that is where the definition really falls. 

Senator Stafford. Thank you very much. That gives us some 
kind of a benchmark. 

Mr. Seipelt, one of the concerns that has been expressed concern- 
ing the need test in the GSL program is that lenders would not 
make loans of small amounts. ' - 

Can you tell us, from the perspective of a State guarantee agency 
the problems associated with a need test? 

Mr. Seipelt. Yes, Senator, I believe there are two problems in 
regard to the problem of a need test analysis and the problem of 
small loans. 

The first problem with the small loan is to the middle size and 
small lender which these gentlemen were just talking about, in 
terms of the profitability of those small loans in relationship to 
their overall portfolio. The smaller a loan gets, in terms of the 
service costs, it does not change the cost to service that loan. Co 
whether that loan be a $500 loan, or $2,500 loan, the servicing cost 
in relation to how the loan is put on the system, the collection 
requirements* and those kinds of things do not bear it. 

Therefore, if you move those portfolios to smaller loan amounts, 
dealing with more students, the effectivj? cost of that lender is to 
drive his cost up. 

The second problem with the need test is, as I perceive it, and as 
the counsel perceives it, is the fact that Senator Randolph was 
talking about in terms of discretionary incomes. The needs analysis 
system allocates parental contributions to families. Those expected 
parental contributions are assumed to be available through some 
cash resources, cash, checking accounts, what have you. 

It is our contention that the lower income levels, $25,000 to 

>ssibly $40,000, which is mid-America,that those contributions are 
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not available in cash, and therefore if Ihose contributions are to be 
m§t, .which is what this program has been all, about since 1965, 
they must be done through a credit financing mechanism. 
Senator Stafford. Thank you. 

Would either of the gentlemen representing banks care to com- 
ment? ^ 

Mr. Barrett. No, sir. 
• Senator Stafford. Is there disagreement? 

Mr. SpnxER. There is the need for a minimum amount of loans, 
there is a need for that? ' 

I liave a concern for the great middle range of income, and I see 
a figure of $25,000 being bandied about, and I think that needs a 
lot more flexibility than that, because there are other factors that 
must come into plav, and I think the deterioration of that, lies 
within the world of edncation, not within the world of banking. 
, Mr. Barrett. I would like to add a word or two. 

There is a great difference. Senator, between a student loan and 
a personal loan, or automobile loan, where the lender disburses a 
check, and the borrower pays or does not pay^ Before a student 
loan is satisfied, there is many phases that the loan goes through. 
A s' adent is entitled' to various Jbypes of deferment, unemployment. 
The conversion of the loan from in-school status to repayment 
status. 

^ There is a great deal of contact, a great deal of paperwork 
involved in student loans. At Chemical our average loan is not 
around $1,000, but $2,400 to $2,500, and that is because of a lot of 
medical student loans that we have, graduate loans. 

There is no question in my mind but that if the lenders were to 
make a lot of thousand dollar loans we would go out of the pro- 
gram. 

I Senator Utaffcrd. Thank you. 

Mr, Barrett, as one of the largest GSL lenders in the Nation, 
currently, could you tell us what effect the changes envisioned in 
S. 1108 would have on Chemical Bank's operations, and your will- 
ingness to participate in the program? 

Als), could vou give us your assessment of the effects of the 
administration s proposal? 

Mr. Barrett. OK, Senator. 

There is no question in my mind but that Chemical Bank and 
the larger commercial banks would be in the program, regardless if 
there was a sufficient return or not. This has been true ifi the past. 
Probably it would be continued in the future. 

The changes that I mentioned would have a specific effect on the 
small lenders. We have the funds, the ^oney to have elaborate 
computer systems and, we have them. We could take on many 
additional loans without substantial increase in the cost of oper- 
ation, because we have these systems. Not every bank can say that. 
Very few banks can say that. 

Have I adequately answered your question? 

Senator Stafford. I think so. 

Mr. Spiller, do you have any comments on that? 

Mr. Spiller. I cannot go into detail on both bills. I did not— I was 
not apprised of my need to be down here until about 24 hours ago, 
was tough. I am not ^miliar with the background matters. I 
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can only talk to what I perceive of what I can and cannot do from 
a viewpoint of the kind of lending that I can, be it the interest rate 
oil the student loan, or the parents' loan. 

On the parent loan, I think we have to be at a market rate in 
one form or another, be it subsidized or unjsubsidized. But I do not 
believe that parents who are of sufficient means should be receiv- 
.ing a subsidized rate. I think that should be brought to market, 
and I think to move it to a. fixed rate is not the right answer. I 
think it has to go to a market rate that floats, or adjustments. 

Senator Stafford. Mr. Spiller, your bank is one of the few lend- 
ers embracing a parental loan program. Can you tell us why you 
think this is important to your operations, and why other lenders 
have not similarly embraced the program? 

Mr. Spiller. We did write the first parent loan in the country 
shortly after the first of the year, and then struggled for 30 days to 
change the' paperwork. I think a lot of lenders, particularly the 
smaller ones in my industry, the savings, S&L's, are a little slow in 
moving and, I think they are not overly aggressive, and they are 
not marketing oriented in looking for new ways of finding custom- 
ers, and finding income, and we are happy to be aggressive, and I 
think that is honestly the only answer to the question. 

Senator Stafford. Any other members of the panel car to com- 
ment on that matter? 

If not. Senator Pell? 

Senator Pell. Thank you, Mr. Chairman. 
^ There has been some discussion about what effective dates for 
any changes in the GSL program would be workable. I am curious 
what dates you would select? 

Would July 1, for example, be the date that you would use, or do 
you have any better suggestion? 

Mr. Barrett. We are processing applications for the September 
semester, and we are approving them, sending them up to the. 
higher education in Albany. I do not know what el.'^'^ct this would 
have in changes if the program became" effective July 1. 

We are presently, right now, very busy with new applications. 

Mr. Spiller. 1 would answer quite equally. 

Any effective date, any earlier than October 1, would be political 
dynamite for both people here in the city and people in our institu- 
tions if there were to be a July 1 date, because there would be. a 
significant number of disappointed people who would have to take 
their wrath our some place. 

Senator Pell. There are going to be a significant number of 
disappointed people period. 

Mr. Spiller. I think that might be true. 

Senator Pell, As to the date we put in the bill, October 1 would 
be your recommendation? 

Mr. Spiller. But with the number of loans, applications that our 
various institutions have approved, and are in process, the undoing 
of that, and the disappointment that has accumulated because of 
those sensitive approvements, would be rather difficult. 

Mr. Seipelt. Can I respond to that? 

Senator Pell. Yes. 

Mr. Seipelt. I believe in my written testimony we have indicated 
Q 'he July 1 date to ihiplement the changes, any changes that we are 
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talking about could be potentially very disastrous for higher educa- 
tion this fall. 

We have suggested to the committee, through our testimony, 
that the iinplementation date for any changes in GSL be drafted 
along the Jines of the way you implemented the Higher Education 
Amendments of 1980, which would be an October 1 date for loans, 
for periods of enrollment beginning on or after October 1, so that 
we do not get caught in the processing period for all disbursements. 

Mr. Barhett. May I add just a word or two about that? 

At this time of the year our processing has consisted of volume of 
200 applications a day, and Ave have to start that right now. If we 
were in a situation that everything had to be held until July, and 
processed before September, that would be havoc in our shop,,with 
any other major lender. 

Also, for changes to be effective, it is not just a matter of passing 
something. There are computer changes, operational changes, and 
to come out with this middle of June, and to be effective July, 
would just be absolutely impossible. 

Senator Pell. Of course, you recognize the fact that if you post- 
pone it to October 1, we would not make the savings that we have 
to make under the requirement of reconciliation. 

Mr. Barrett. I realize that, sir. But there would be tremendous 
loss to the lenders. 

Senator Pell. It would have to come out of some other portion? 

Mr. Barrett. That is right. 

Senator Pell. Well, going back to this for a second. If we have to 
do it July 1, when we pay feel compelled to do it, besides a lot of 
angry people and some pressures on you, what other problems are 
there? 

Mr. Barrett. The students would not have the money before 
September. We cannot process the volume that has already started. 
We jannot process that between July and September. It would be 
virtually impossible. Senator. The students would get the money 
perhaps in December or January. 

Senator Pell. Dr. Davies? 

Dr. Davies. Some years ago there was a processing snag in the 
basic grants program, and I think something analogous to that 
would occur ag^^in, in at least our^tate, where we had a tremen- 
dous disruption in the fall, in terms of just who was there. A lot of 
people who were planning on being there just did not show up. 

Senator Pell. You may have to do it. I hope not. 

Mr. Seipelt. I would not like to lead you to believe that if it 
comes down to between July 1 and October 1, concerning the policy 
decision behind the legislation, in my opinion, and in the council s 
position, the process of an income ceiling with the continuation of 
in-school subsidy and needs analysis system, if we had to trade that 
off because the budget concerns for those 3 months, we would not 
want to support a long range program of doing away with in-school 
subsidy and needs analysis because of bur budgetary problems for 
that particular quarter. 

Senator Pell. Thank you. 

Now, another question. 

Because we hear that a needs-based program would not work, 
because lende^^s do not like to make small loans, what is the 
O 
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smallest loan that a lender will make and.^till remain in the 
program? What are the factors that determine lender participation 
m the program? Also, what is the definition of a small lender? 

Mr. Barrett, Senator, we have no limit. We get occasionally 
$500 requests, even $200 requests. However, there are very few 
requests for under $1,000. Our average loan is in the vicinity of 
$2,400 to $2,500, And very— I would say less than 1 percent were 
under that amount. 

Senator Pell. Do you make loans to students who have no con- . 
nection whatever with the Chemical Bank? 

Mr. Barrett. Yes, sir. 

Senator Pell. So you are the lender of last resort in New York 
City? 

Mr. Barrett. Right. , 

Senator Pell. Would the other banks? 

Mr. Barrett. In New York, Senator, most banks make student 
loans to anyone, a deposit relationship is rare. 

Senator Pell. Even without a previous relationship? A poor 
black fellow can walk in and get a loan from your bank? 

Mr. Barrett. No question. 

Senator Pell. Right, good. I am afraid it is not true all across the 
country. Is it true in Boston? 

Mr. Spiller. Rather than make a speech, I can say the exact 
same words that he has spoken but, there are banks that do not 
participate in. the student loan programs, and there are some 
banks that will only lend to their customers, and why they will do 
it, I do not know the answer. But we will lend to anyone who 
comes in our door. 

Senator Pell. Good. 

What has been your experience, Mr. Seipelt, with other ar&as of 
the country, in this regard? 

Mr. Seipelt. I believe the experience is that since 1976 we have 
expanded the program in relation to the direction that the Con- 
gress indicated, of open access for guaranteed student loan. 

We have, practically in every State in the country, a last resort 
program, which in my particular State, the State of Colorado, those 
loans are made by the largest lender in the State who, for the 
reason because of residency, or does not meet the qualifications of 
an individual lender, can meet the program. So we do have open 
access. 

In regard to the— I am not sure, did you ask— part of your 
question was the small balance^;? 

Senator Pell. No, my questioi> was do vpu, in youi experience, 
do you find that students in any city around the country can go to 
any bank and get a loan? 

Mr. Seipelt. Yes, I believe they may not be able to get it in their 
particular town, but if they come through the guarantee agency, 
the guarantee agencies have lenders of last resort. So we do have 
the availability. 

Senator Pell. In discussing the guaranteed student loan pro- 
gram, one of the things we hear always is escalated costs because 
of the Middle Income Student Assistance Act, Yet two other rea- 
sons for the escalating costs are increases in interest rates and the 
^fact that. we removed the cap on the special allowance to lenders. 
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Do you think there is anything we could do to cap the special " 
allowances and still keep the CSL program operating? 

Mr. Spiller. If there is a .cap on the special allowance lenders 
and, at a particular moment in time the rate, plus the cap is below 
the market, then the lender will not be able to participate in that 
program. The lender must be able to participate at full market or 
he cannot participate. 

In the environment of the thrift institution, shnply because he 
cannot afford to subsidize this kind of— any kind of program today, 
not in his environment. 

Mr. Barrett. Senator, I heard someone this morning, I do not ' 
know who it was, mention the fact that with the fixed rate, plus 
the variable allowance, the return was 18 percent. It is true that 
for one quarter we received 18 percent. However, in looking back 
over 1980, 1 believe the average rate was 13 percent, and if we were 
to assume that for 1981 it was going to be 18 percent, this is what 
we get on our charge^ cards, and other types of consumer credit 
and, there is far more processing cost involved in student loans. 

Mr. Spiller. May I add one more point? 

Just by reasSn of comparison this past week, the Federal Reserve 
was more than willmg to lend money to us for equity at 18 percent. 
This is for a m£Uor bank, and therefore, I cannot afford that kind of 
negative. 

Senator Pell. Finally, State guarantee* agencies receive, as you 
know, administrative cost allowances and insurance premiums on 
guaranteed loans. 

Why do the agencies need both of t>,ese sort of subsidy pay- - 
ments? Could the agencies live with a flat $10 allowance, similar to 
' that which the financial aid directors get now? 

Mr. Seipelt. If I might. Senator Pell. 

The process by which a guaranteed agency is financed is quite 
intricate, and quite unique in relationship to the debt it, must pay 
^ back, in relationship of its Federal contracts, in our cash flow for 
defaults dealing from bankruptcies and this type of thing. 

The situation in regard to the premium and administrative cost 
allowance, the administrative cost allowance came- about in the 
1976 educational amendments, by which, as I have testified, the 
direction that the Congress wanted the program to go at that point 
in time was an expansion of the program to provide the kinds of 
things that these gentlemen were talking about in relationship to 
enrollment verification procedures, the managing of their portfo- . 
lios, and the overall upgrading of the system so that we did not 
have a large default program as was being experienced in the 
Federal Government. 

So my answer in relationship to the administrative cost allow- 
ance, plus the insurance is, yes, in many States, those— especially 
the new States west of the Mississippi, which is where 22 new 
States have been. created since 1976, many of those States are 
totally responsive and totally dependent on the guarantee prefniuip 
for their funds, and also for administrative cost allowances, to 
provide the kind of services that were mandated in the 1976 educa- 
tional amendments. > 

As far as $10 a head fee, like is made to the administrative- 
overhead for the individual institutions and for the educational 
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institutions, I would see no wly that a guaranteed student loan 
program, guaranteedjagency could finance both its reserve fund, its 
• operating overhead at that kind of rate. 

Senator Pell, Thank you very much, gentlemen. . 

Senator Stafford. Thank you very much,' Senator Pell. 

Senator Randolph? 

Senator Randolph. Yes, Mr. Chain^an. 

Mr. Seipelt, I am going to ask you a question which will ne the 
same question asked to our panel of four witnesses today. 

Do you believe that the program that has been in a 6ense sus- 
^ pended by the new administration, was a good program? 

Mr. Seipelt. The program had been suspended-^I am son"7? 
' Senator Randolph. The guaranteed student loans. 

Mr. Seipelt. The program in terms of relationship to student 
loan program, the potential iadministrative proposals embodied in 
S. 1109, in my opinion, my personal opinion, will pretty much bring 
to a halt the credit financing mechanism. The attendant collapse of 
the availability of credit for those students to attend public and 
private education this fall, and the attendant problems with the 
community, the cominunities wliich are being supported around 
those educational communities will be disastrous. 

Senator Randolph. That is a reaffirmation of what you said in 
your opening statement? 

Mr. Seipelt. Yes, sir. 
. Senator Randolph. I appreciate it. 

Mr. Barrett, what is your feeling about the same question I 
asked? 

Mr. Barrett. I have heard many people talk about the loan 
program as a giveaway program, a program that students get the 
money and they run, and there is no tracing or tracking, and tHe 
Government does not do anything. 

My experience has been limited in that we deal with the New 
York higher education program, and I can say, in all sincerety, 
that this has not' "been the case with the program that I have been 
involved in. The students do pay the money back. 

Our default ratio— this is not actual payoffs from the Federal 
Government, but we* fun a delinquency ratio of about 4 percent. 
Out of all the accounts that are turned over, or referred to the 
State agency, because they were .present, uncollectable, 80 percent 
of those are resolved. ^ 

We have a . good program, and I do not think it is a giveaway 
program. I think there L<? a great need for it, and I just hate to see 
these things cut out. 

Senator Randolph. You would have been in favor then of con- 
tinuing it? 

Mr. Barreit. Yes, sir. 
' Senator Randolph. Thank you, Mr. Barrett. 

Mr. Spiller? ^ 

Mr. Spillek. I wish that some years ago when I went to college 
that I had a student loan program that I could have used. I would 
have gotten a much better education tha;n I got. 

I think there needs to be some tightening down, but on the other 
.siJe of the coin, a discontinuance of the interest subsidy would kill 
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the program, and there has got to be somewhere in between a 
workable position that relates to those various factors. 

But I believe that the abuses were largely curtailed about 3 years 
ago, with some basic changes at that point. I think 'perhaps we 
* gave away perhaps a little too much, like a year ago. 

Senator Randolph. Thank you very much. 
. • Dr. Davies? 

Dr. Davies. Senator, I too think it is a good program. I think 
there is a basic set of problems under the given economic condi- 
tions that we are dealing with today, and I think with my col- 
leagues to the left, that some tightening down has to be done. 

However, it seems to me that the difficulties in the; program do 
not warrant scrapping the program, or abandoning the commit- 
ment that you have made to this program, and that the States 
have made.. 

Senator 'Randolph. Well, I assume my colleagues know, the 
chairman and rrnking minority of this subcommittee, we do not 
have the votes, do we, in the Senate, to continue the program as it 
was? * 0 

Senator Sf afford. That would be the Chair's estimate of the 
situation. Otherwise we -would not have introduced S. 1108, which 
may be the least imperfect of any alternative offered to us under 
present conditions. 

Are thererany further questions? 

Senator Randolph. I would like to make a comment that I 
^ appreciate the responses that ypu^^have 'given. They all, in effect, 
are that^the program was effective, is that correct? 
Mr. Barrett. Yes, sir. - 

Senator Randolph. And that the ^program, if you were to say 
here 'today that we continue to need it, your response would be 
affirmative, is that correct? 
" Mr. Barrett. Yes, Senator. 

Mr. Seipelt. Yes, Senator. 

Senator Randolph. I do not know how much it would change the 
opinion of the 'Senators— the administration on that matter. But I, 
for one, wilJ ?^ay awake at night trying to find the answers because 
I think a ve ietrimental approach has come into the administra- 
tions hand' "ag of the educational programs in connection, particu- 
larly I speak of it now, the student loan guarantee program. We 
will do what we can and perhaps can take some measure and work 
upon it; strengthen it, as I am sure Senator Stafford would want us 
logically to attempt to do. But, as of today, I am very discouraged 
about this whole situation, and I am discouraged as I talk 'Arith the 
college Presidents and the officers and the faculty advisers and the 
students throughout the college community in the State of West 
Virginia, about the Impact on private institutions, and why I think 
the impact would be greater for them than the impact perhaps 
some other institutions. 

I feel that an error has been committed, a grievous error, and 
yet, hopefully, we can work out something which will, in part, take 
the place of a program that, as Senator Stafford knows, came out 
of this committee. It did not come out of some other committee 
here on the Hill. This program, as Senator Pell, the long-time 
chairman of the subcommittee knows, of student loan guarantees 
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was a part of our effort to strengthen the process of education at 
the institutions of higher education level — and I am very concerned 
that we, in a sense, are now engaged in stifling the continuance of 
this program as well as the Pell grants. 

But I am thinking especially now of f\ie student guarantee loan 
program, which I think was soundly based. I think there were real 
improvements being made in the collection of those loans which 
were, for one reason or another, in arrears. I think we were 
strengthening— doing some of the tightening— that Mr. Spiller, 
spoke about. But the higher interest rate problem is something 
that is beyond the control of this program, which concerns me very 
much. Financial policies establishing market interest rates origi- 
nate and are extended, through the Federal Reserve system. I 
think this is damaging to the building of the economy, and 'places a 
very heavy burden, one that I am not sure they can carry on 
parents ^d students alike. 

I do not know what one individual can do about it, except she 
and he can continue to address this problem. I try to think of 
problems as opportunities and experiences. I have always done 
that, but this is a problem that does not seem to fall into either 
category very quickly. There are, I think, millions of people in this 
Nation that are greatly concerned about the Reagan proposals for 
reforming student aid, not because they are one political party or 
another, or even conservatism versus liberalism. I think the body 
politics is being weakened by what has been done and is being done 
in connection with a loan program which requires repayment as 
soon as that young man or that young woman has completed his or 
her education. I am not able to give much direction at the moment, 
but I think wh&t we are asked to do with regard to student aid is a 
grieveous error on the part of the new administration. 
^ Senator Stafford. Thank you very much. Senator Randolph. 

I must say that the Chair shares much of your anguish in what 
is going on. I am a graduate of a college that sounds very similar to 
Salem in its makeup and financial background. 

I hate to be here this year, as do you, taking apart the work that 
we did under Senator Pell last year, which we must prefer to what 
we are'having to do now, but we simply have to carry out the 
mandates of the full Senate, so here we are. 

Gentlemen, may I, on behalf of the committee, thank you all for 
being here with us. I know you have traveled some distance to be 
here. 

I want to acknowledge that the committee is grateful to Mr. 
Michael Goldstein, counsel for the State Council of Higher Educa- 
tion for being with us also. Your principal answered everything so 
well. You did not have to give him any legal advice in tne mean- 
time. 

We are grateful for your coming and assisting the committee at a 
difficult time. If you are looking for airplanes out of here this 
afternoon, the weather may mean some substantial delay before 
you can get out of here, but I think you can do it. 

Thank you all very much. 

There will be some questions in writing, if that is agreeable, in 
order to cut this hearing a little short, and we would appreciate 
answers at your earliest convenience. Would that be agreeable? 



\ 



65 




Mr. Seipelt. Yes, sir. 

Mr. Barrett, Yes, Senator. 

Senator Stafford. Now, the Chair would ask the final panel to 
come forward. Dr. Charles Saunders, vice president for government 
relations, American Council on Education; Mr. Peter Gossens, di- 
rector of government relations. National Association of Independ- 
ent Colleges and Jniversities; Mrs. Gene Miller, director, financial 
aid, Pasadena City College, Pasadena, Calif.; Mr. Steven Leifam, 
national director. National Coalition of Independent College and 
University Stuc'ents, Washington, D.C.^ and, I understand that ac- 
companying the principals are Mr. Dallas Martin, executive direc- 
tor. National Association of Student Financial Aid Administrators, 
Washington, D.C., and Mr. Eduardo Wolle, L^slative Director, 
United States Student Association, Washington, D.C. 

I would say, lady and gentlemen, you can proceed in what order 
you wish. But I would pomt out that again, we are going to use the 
0 minutes stop and go sign, because we are approaching 1 o'clock. 
We need to bring this to ^ conclusion. 

Your full statements will appear in the record as if read. 

STATEMENTS OF DR CHARLES B. SAUNDERS. JR., VICE PRES- 
IDENT FOR GOVERNMENT RELATIONS. AMERICAN COUNCIL 
ON EDUCATION. WASHINGTON. D.C; MR. PETER J. GOSSENS. 
DIRECTOR OF GOVERNMENT RELATIONS. NATIONAL ASSOCI- 
ATION OF INDEPENDENT COLLEGES AND UNIVERSITIES. 
WASHINGTON, D.C: MRS. GENE S. MILLER. DIRECTOR, FINAN- 
CIAL AID. PAS\DENA CITY COLLEGE, PASADENA. CALIF; MR. 
STEVEN LEIFMAN. NATIONAL DIRECTOR, NATIONAL ASSOCI- 
ATION OF INDEPENDENT COLLEGE AND UNIVERSITY STU- 
DENTS, WASHINGTON. D.C; ACCOMPANIED BY DALLAS 
MARTIN. EXECUTIVE DIRECTOR. NATIONAL ASSOCIATION OF 
STUDENT FINANCIAL AID ADMINISTRATORS. WASHINGTON, 
D.C, AND MR. EDUARDO WOLLE. LEGISLATIVE DIRECTOR. 
UNITED STATES STUDENT ASSOCIATION. WASHINGTON. D.C, 
A PANEL 

Dr. Saunders. Thank you, Mr. Chairman 

I am Dr. Charles Saunders, speaking for the American Council 
on Education, and nine higher education associations, representing 
all the colleges and universities in this country. 

I would say. we certainly share, Mr. Chairman, your statements 
expresst J in your opening statement, and the opening statement of 
Senator Pell and Senator Randolph 

Certainly, it is distressing for us to come before this subcommit- 
tee, which has sponsored so much historic legislation to expand and 
to discuss ways to restrict those opportunities. The legislation you 
are considering today would remove- 
Senator Randolph. Mr. Chairman, ordinarily I would not inter- 
rupt, as vou know. 

I wonder if I may ask a question of Dr. Saunders? 

Where are your supporters who should be standing around the 
walls of this room today? This is a most serious matter that we are 
discussing here in connection with higher education. 

Where are the presidents, the deans, the members of the facul- - 
Ue^jy and the students in this country? 

Dr. Saunders. I think that is a very valid question. 
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I think the higher education community has heard, made itself 
heard in the budget debatefj, we have done everything we could to 
support your efforts and the efforts of your colleagues to increase 
the budget c^'Ung. I am not sure that wc* have any more encour- 
agement over the prospects, or the final outcome, than you do. 

Mr. Chairman, the legislation you are considering today would 
reipove over 1 million middle-income recipients from the 2 piimary 
programs for assisting college students, and reduce the value of 
awards to all lower-income students. 

The administration has made its recommendations, and the 
chairman has introduced his own legislative alternatives, in S. 
1108, We have grave misgivings about the magnitude of program 
cuts proposed in both bills, but believe that the approach of S. 1108 
accomplishes its savings with less damage to the fundamental ele> 
ments of the programs. 

We have serious objections to the administration's proposal, for 
example, the $1,800 maximum award proposed by the administra- 
tion for fiscal 1982 represents no increase in 1^79, although college 
costs have risen 30 percent since then Therefore, this administra- 
tion would permit the value of the award to erode to the point 
where it would be worth only $1,350 in 1982-83, compared to 1979- 
80 dollars. 

The proposal to increase the assessment rate to 20 percent ^ 
would, in effect, repeal the Middle Income Student Assistance Act 
of 197^ *vhich Congress enacted in specific recognition of the need 
to help mifidle-income families meet the rising costs of college. It 
would drop some 600,000 students from eligibility for Pell grants, 
those in the S19,000 to §25,000 income range. 

The administration's proposal for a $750 self-help requirement 
for Pell grants is strongly opposed by the public sector, because the 
effect would only be borne by students attending low tuition public 
institutions, with family incomes between $8,000 and $15,000 a 
year. 

Further deferral cf the cost-of-attendance regulations would 
work another disproportionate handicap on 500,0u0 needy students, 
because it would maintain the fiction that $1,500 is ?. realistic limit 
on expenses for room and hoard, books, and personal expenses for 
commuter students not living at home. 

S, 1108 would make several desirable modifications In the admin- 
istration's proposals. Instead of authorizing the Secretary to set a 
rate, or series of rates on the assessment of discretidnary family ^ 
income, it mandates a series of rates. This would insurSUh^ppli- 
cation of graduated tax rates, which are essential to biJufd equity 
into the single need analysis system required by the 1980 amend- 
menti> It would also provide the flexibility to protect the poor, and 
maintain eligibility for a substantial proportion of middle income 
students. 

S. 1108 also rejects the administration's recommendations to 
impose a $750 self-help requirement, and to delete the allowance of 
State and local income taxes as offsets against family income. 

We have a number of concerns over S. liOS, and a number of 
additional suggestions which are .stated in the te.stimony. I would 
just like to comment on one of those, in addition to a series of 
suggestions on the bill itself 
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We would like to urge the addition of language to clarify the 
intent of Congress that the family contribution schedule may not 
be revised once the approval process has been completed. 

We believe, Mr. Chairman, that the administration acted con- 
trary to law in amending the family contribution at such a late 
date in the process this year. We are sure that that was not -the 
intent of Congress, the way this should work. 

I would like to submit for the record a legal memorandum outlin- 
ing the reasons why we believe this action was contrary to law, and 
as I say, my testimony includes some proposed language to prevent 
this from^happening again. 

As far as the guaranteed loan program, it is obviously crucial for 
all students to maintain the integrity of the program for both those 
students who depend cn guaranteed loans and for those students 
who depend primarily on grants and self-help assistance 

Our primary concern is that the inschool interest subsidy must 
be retained. I think we are talking here-here we are not talking 
about removing the interest subsidy, if we do remove the interest 
subsidy, we are talking about shutting down the program entirely 
and you have already heard considerable evidence to this effect 
this morning. 

Also, it is very important to us. too. that you not eliminate the 
current option to borrow a portion of a parental contribution and 
we have some suggestions on that score which will be discussed 
later. 

[The pr:>pared statement of Dr. Saunders follows:] 
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Mr. Ch«iraan and Mcabers of che Subcotaiiccee; 

Wc .re deeply distressed co coae before chis Subco«aicce^ , which has 
.ponsored .o «uch hiscoric legislacion co expand poscsecondary opporcunicies chrough- 
ouc Africa, CO discus, ways co rescricc chose opporcunicies . The legislacion you 
*re considering coday vould remove over one =allion =^ddle-inco«e recipiencs from 
the cvo primary prograns for assiscing college scudencs. and reduce che value of 
Awards co all lower-incose scudencs. 

Nevcrcheless, on behalf associacions reprcsencing all seccors of che 
higher education co«uaicy, X appreciace che opportunicy co oucline our views on 
vays CO «,ec che requireaencs of che Senace Budgec Resolution co reduce che coses 
ot the ?ell Crane progran and che Cuaranceed Scudenc Loan Prograa. 

The Adainiscracion has sade its reco«endacions (S 1109), and the Chaiman 
na. introduced his own leglslacive alternatives (S 1108), We have grave z^isgiv^ngs 
abouc the magnitude of program cuts proposed in both bills, but beU^ve that the 
approach of S 1108 accomplishes its savings with less danag. to the fundamental 
elenents of the programs. 

I. Possible Re ductions ia iv.m pdl Grant Prot^ rA^ 

The Senate Sudget Resolution limits the PeU Crane pro«raa to $2,466 bilUon 
for FY 32, ihis assumes zh^z so»c S636 ziilUon in savings „ill be xodc in FY 81 as 
requested by the Adzilnistration. ,nd that 3711 million in savings viil be effected 
FY 82. 

The FY 81 saving" ;ire to be accospUshcd by revision of the Fazsily Contri- 
bution Schedule .0 as not to ir create the poverty subsistence allowance for inflation, 
P»v=«nt of a 31,750 ^.ic.:. U ,tead of the 31.300 =.,xi:n.= a;su:=cd xn the 81 Continu- 
ing Resolution; deferral of th. cost-of-attendancc regulations as oodified by the 
1980 A«end3ents. and application of che firsc stage of the reduction schedule if 
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necessary to obtain the savings cargec. However, we agree with the House Ap{>roprla- 
clons Coanlccee chac lapl&aencadon of che reducdon schedule will noc be oecessary. 

The hlghei education cosaunlcy was forced co accepc these seeps lasc eionch 
to avert a crlsla developing on csEtpuscs across the covmcry because of the Adalnls- 
craclon's action in halting the processing of Pell Cranes co iopose Us revised Fanlly 
Coacribuclon Schedule. continue to maintain that tnis action v«8 contrary to the 
law, which does not provide for revision of the Schedule after it has been duly appro\.£d. 

The Adainlstration's prop/- savings for FY 82 call for several additional 
steps, InduJlag- payaent of an $1,&00 aaxisua Instead of the $2,J0O authorized by 
the 1980 Ascr.daents, Incieasing the assesssent rate levied on faaily Incotce froa the 
current 10. S percent to 20 percent (Instead of the lU percent rate set by the 1980 
Accndsents) ; rcqulrecea^ of an annual "self-help" contribution of $750 In detersunlng 
awards, further deferral of the cost-of-attendance oodif Ications made by the 1980 
Asendsents, and repeal of another 1930 change which would discount state and local 
Incoce taxes froa discretionary incoce. 

The higher education coscaunlty has serious objections to these proposals, 
which would nave a detrisental impact on all eligible students. For example, the 
Si, 800 siaxisua award proposed by the Administration for FY 82 represents no increase 
:roQ FY ''9, altnougn college costs have risen 30 percent since then. Therefore, this 
Adninistration would permit tha value of the ava-d to ett>de co a point where it vill 
be worth only $1,350 in Acadenic Year 1982-83, in 1979-80 dollars. Even though 
establishcscnt of the $2,100 caxioiua authorized for FY 32 is clearly inrealistic, we 
believe strongly that it should be Increased to at least $1,900 to help the neediest 
eligibles address Increased educational costs. 

The Adainlstration's proposal to\ncrease the assessccnt rate on fanily 
incoae to 20 percent would, in effect, repeal the Kiddle Incoac Student Assistance 
Act of 1978, which Congress enacted in specific recognition of the need to help 
aiddle income faaliies scet the rising costs of college. It would drop sosc 
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600,000 »tu<»cnt» froa eligibility for Pell Cranes — those 1^ .he $19,000 to ?25.000 
incoa* range. The need which existed three years ago Is even eore acute today, and 
cutting these fanlUes off froo this basic source of support vould substantially 
restrict postsecondary opportunities to -he detrlncnt of the nation. The award for 
the $15,000 faally would be decreased froa $1,110 In Acadeciic Year 1981-82 to $770 in 
Acadeaic Yeax 1982-83. 
* The Adninlstratlon's proposal for a $'50 "self-help" rcqulreocnt for pell 

Grants Is strongly opposed by the public sector, because the effect would only be 
borne by students attending low- tuition public institutions with faaily incoaes 
between $8,000 and $15,000. It would save less than $50 million and -jould significantly 
coiapllcate the grant award process for students at lov-tuitlon institutions, while 
lncrea«ing federal costs for processing these awards. 

Further deferral of the cost-of-attendance regulations would vork another 
disproportionate handicap on 500,000 needy students because It would aalntaln the 
fiction that $1,500 Is a realistic llaiit on expenses for room and board, books, and 
personal expenses fqr cocauter students not living at hooe. In reality these costs 
are well In excess of $2,000 for any student not residing at hooe, and the 1980 
Asendcents set ncv criteria to end this Inequity. 

Grants of students living off-caopus but not with parents, should be coaputed 
using an estlaatc of actual non-tultion expenses which Is acre reasonable than the 
current SI, 500 standard, particularly because the awards of cany of these student?^ 
low-priced institutions are lloitfd to hal'^ the cost of attendance. For the caapus- 
based student aid prograns, the Department Education has established average 
non-tultlon expenses for all undergraduate college students ai. $2,800 for Acadenic 
Year 1981-82, approximately the asjount of the non-tuition portion of residential 
student budgets In public institutions. Ue would accept a chanj^e in the ^980 Aaend- 
aents to give the Departtscnt regulatory authority to establish reasonable cost 
estimates for coceauter students for the Pell Grant prograc However, we have no 
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Indication that the Adi&lnist ration plans to propose anv aaount above $1»S00, vhlch 
has been In effect for 8 years with no adjust&cnt for cost Increases. 

Realistic asscssoent of faoily discretionary Income also requires account- 
lag for state and local taxes paid, as the 1980 Aiscndments orovlded. To delete this 
iBportant factor cotspounds the Inequity of falling to define the faoily *s discretionary 
Incoae accurately. 

S 1108 would sake several desirable modifications In the Adainistraclon's 
proposals. Instead of authorizing the Secretary to set a race or series of rates on 
the assessment of discretionary family Income, it mandates a series of rates. This 
would ensure the application of graduated tax rates, which arc essential to build 
equity Into the single need-analysis systea required by the 1980 Anendnencs. It 
vfould also provide the flexibility to protect the poor and maintain eligibility for 
a substantial proportion of alddle income students. We urge that the language of 
the bill be modified to specify "a graduated series of assessment rates" to Mice 
tnls intent clear. 

S 1108 also rejects the Adoinlstratlon's recocssendations to impose a $.50 
"stif-hclp" requirement, and to delete the allowance of state and local Incorrc taxes 
as offsets against fattiiv Incone. However, the bill wvuid eliminate the hone equity 
exclusion established by the 1980 Aiaendsents, and reinstate the previous as»c<. pro- 
tection cf $25,000 for personal family assets. In view of rising property values, 
we believe it Is Important to provide greater protection for home and fara equity 
While we would not argue for a total exclusion of hone equity, we suggest a Celling 
of S50.000, retal-\ing the $25,000 celling for assets of facULlles who do not own hooos. 

We arc also concerned with the provision of S 1108 concerning the treatacnc 
of Independent students This would repeal Itsportant reforms of the Middle Incone 
Student Assistance Act of 1978 and the 1980 Air^ndntents designed to provide awfe 
equitable treatment for these students. »Jhllc socc aodlflcatlon might be oade in 
the asscsssent rate for independent student income, we could not support a return 
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to th« wldt disparity which previously existed In the treatsenc of Independent and 
dependent students' fanaiies, (For exaaple, the assessment rste for Independent 
students certainly should not exceed twice that of dependent students' families.) 
Ws also believe that the current provisions for asset exclusion and taxation, sub- 
sistence allowance for single independent students, snd the status of married 
independent students should be retained. 

S 1108 also repeals th^ cost-of-st tendance provisions of the 1980 Wndments, 
We understand that the intent of the language is to restore the previous authority 
for the Secretary to establish contauter and miscellaneous expense allowances. Ue 
believe thl, language (Sec. 4(e)J should be clarified to assure that this extends 
only to Pell Grants, and does not authorize the Secretary to regulate Institutional 
charges and allowances under the single need analysis. 

In addition to the above changes, ve suggest that the Subcoomlttee consider 
several other changes. Social Security and Veterans benefits could be counted as 
student aid Instead of taxing thea as faally income as In S 1108, for substantial 
savings by ending duplication of benefits. Further, the reduction fonnula could be 
aodlfied to protect the neediest students and provide oore equitable reductions for 
other students if awards must be reduced. Presently the scheduled reduction fonsula 
saves approxlaately $U0 - $200 allllon (depending on whlcn cooputer nodcl Is used). 
During this first-stage reduction, students with Eligibility Indices of 0-600 are 
protected. If oore savings are needed, the entitleocnts of students with El's of 
0-bOO as well as all other students are ratcably reduced proportionately to the 
shortfall. In the rateable reduction, all stut.cnts arc retained In the prograo 
bur -he mlnlcuD award Is reduced to $50. During scheduled reduction entitlercnts 
are rcu .d In five stages froo 90 percent to SO percent m 10 percent intervals. 
This produces inequitable "notches." onu student whose faally Incorae Is only $1 
lower than another's can have a -.uch larger reduction m entitlement If one student's 
F.I is 800 and the other's Is 801. More serious Is the fact that scheduled reduction 
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produc«« « specific dollar cut. and if core needs to be saved, rateable reduction 
voul(S u« required, vhlch redueea avards for the^nced^st students with EI*t of 0'>600. 

Under « linear reduction fonaula, however, awards voulti be reduced propor- 
tionately to the students' El's ot aaounts of entitleaentt, and funds available, in 
a straight descending line. Any group of El's or entitleoents can be held-haraless 
as desired, that is, 0-600, 0-200, ate, and all other entltleaents would be reduced 
proportionately according to funds available. When the award is reduced below $50, 
the student would be dropped from the prograa. If appropriations are short, many 
students could be dropped at the cop range of eligibility, but Che poorest students* 
awards wculd be protected. 

Under s*jch a forcmla, the parameters of the program could be held intact 
without manipulating the Family Contribution Schedule or cost-of-attendance regula- 
tions to save funds, poor students' awards could be increased and then protected, 
entitlements below the hold-harmless group could be reduced proportionately to whatever 
funds Congress decides to appropriate, and students rendered ineligible under the 
payment schedule vould be those with the least ni>ed. 

With these changes, ve believe it would be possible to pay a 31,900 Pell 
Grant aaxlmua in FY 82, restore indexing of the family subsistence allowance for 
inflation, implement improved ccst-of-attcndancc regulations for Pell Grants, and 
still meet the desired savings goal. 

A related option tand one preferable for pragmatic reasons to cither the 
Administration's proposal or Che proposal n>entioned above; would be to dexer changes 
to the I amily Contribution "Schedule. The pragmatic concerns arc that ic is already 
extremely late to introduce Che single need-analysis svscers for both Pell Grants and 
ca^^pus-ba&eJ programs established bv the 1980 Aiscndacnts — particularly when both 
bills before tl.e Subcocraittce would li^o put the Guaranteed Luan Program under this 
syst<»n. 
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There U slcply too little ti»« lor the Executive Branch, the Congress, 
and the coaounlty to ncgotlAtt « new need-analysis j»ystea which vould have sajor 
cott lapUcatlon. for the Pell Grant and CSX prograa* between nov and this fall 
Th. statute require* the Adalnlstratlon to subalt a ncv Fartlly Contribution Schedule 
by July 1, and that Congress review It by October 1, 1981. Since ve have not yet 
seen any proposals fron the Adnlnlstratlon*, and negotiations over a new Schedule are 
likely to-be protracted. It wy be post prudent to defer oajor decisions on tax rates 
on dlscretlooary incoae until FC 83. 

Vlth a brief technical ancndcent, the statute could be oodlfled to aalntaln 
the n 81 tax rate on dl scretlorary income and allow the Department to issue regula- 
tions on cost of attendance for the Pell Grant prograa, with a clear expression of 
Congressional mtenc that the regulations should be ba^ed on reasonable cost estinates. 

If changes In the Schedule are deferred, during the coning year the federal 
govemaent and the higher education conaunlty can «onsider whether funding constraints 
for Pell Grants cuke It unrealistic to use the saac expected fanily contribution In 
need analysis for caopus-based prograos and Guaranteed Loans. 

In addition to the above suggestions, we urge the Subcomitr^-e to add one 
further anendsent to clarify the Iritent of Congress that the FaialJ, Contribution 
Schedule say not be revised once the approval process has been cocplctod. 

As we noted earlier. Congress expressly provided a special procedure for 
approval of the Schedule. The procedure calls for the Administration to publish a 
Schedule well over a year before the year It goes into effect. It provides for 
public concent on the Schedule, and for protspt publication of a revision If either 
the House or the Senate pass a resolution of disapproval. It Is our understanding 
that this procedure was designed to assure that, once accepted by the Congress, the 
Schedule vould be laplecented m :lne io begin the regular processing of Pell Grants 
on January 1. and that the systea could not be disrupted arbitrirlly by the publica- 
tion of further proposed chanf^es once the approval process has been completed. 
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Accachdd CO chls t-caccocnc \s Iggislaclve language co cUrlfy our under- 
tcanding of che law, cI^ac cht Faally Concrlbudon Schedule does noc fall vUhln che 
(•noral powers of che Secrccary co aacnd regulaclons. We «vope chac you will accept 
this language, co prcvcnc any future repeclclon of che crisis which occurred chid spring, 

II, Po«8ible Rfduccion* in CSL Coses 

Under che ceras of che Senace Sudgec Resolucion, che OSL ousc be liaiced 
CO 52.873 billion in n 82. This will require savings of $566 aillion froa program 
CO0C8 under currenc lav. 

*' For scudencs for whoo the CSL progran i» Lhe sust <:r,.ci3l so^irc* of sts-it- 
cance, such savings are essencial co aaincain the ince^ricy of che prograsa so chac 
chey can continue*^ co pursue cheir cducacional aspiracions. For scudencs for whoa 
CSL is secondary co granc and "self-help" assiscance, CSL savings are equally essoncial 
CO concrol che coses of che prograa in order co aaincairf balanced funding of Pell Craned 
and che cacpus^bascd prograas, , 

Jc should be underscood chac the rapidly rising coses of CSL (up froa 
S367 aillion in FY 77) are noc ate ribueabl-e co deficiencies in che prograa, CSL has 
been enoraousiy successful in providing che means for,seudents ec finance cheir 
undergraduace and graduace education, bue che prograa is cied co aarkec interesc 
races chac are beyond ics concrol. 

The CSL has, in face, becoao a taajor vehicle for financing a college educa- 
cion. Over two aillion scudencs borrowed under che prograa in F 80, and chac nusber 
U expecced co reach chree aillion during FY 81, The pr .graa is iaportanc for scudencs 
accending all kinds of inscicucions, "buc parcicularly for chose seconding higher- 
priced inseieueions (in New York Stace, for cxaople, ewo-ehirds of scudents enrolled 
in indcpendene inseieueions uore CSL recipienes in FY 80) and for graduace scudencs 
(who corprise aboue 25 percene of che total voluae of che prograa, and who have few 
ocher sources of suppore in aeeeing che high coses of graduace educacion since federal 
fellowships have been draseically reduced in recent years). 
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Ihtrefora, any atttspt to redact CSL co»tii mitt be carctully designed to 
avoid oiklng the progr«a unacceptable \o either lenders or borrowers. This Is our 
concert with the Adftlnistration's proposal to^abollsli the in-school Interest subsidy. 
Ve contnd S 1108 for rejectlvig thlsr ^proach. 

^ The higher education cos*unity believes strongly that the in-$Chool interest 

subftidy Au«t be rerained. If eliaiaated, the resulting debt burden would cake bo'rrowing 
too coatly for many students, end increase che likelihood of defaults. Banks^vould be 

Uk«ly to sake loana because of the Increased paperwork Involved in collecting 
•onchly or quarterly in-school interest payncnts froa individual 'students. Lenders 
alghc not continue' to participate in the prograa even if the srauite were aodified to 
parmlt the in-achool interest to accrue and compound, and this would raise the debt 
for an undergraduate borrowing the aaxisjua of $10,000 fror $15,000 to $19,500 an 
«Creae «nd luiaanagcable debt burden for saoat students, particularly tj^ose financing 
both \mdergraduace and graduate education. We do not believe that f sallies who have 
genuine need to borrow should be forced to assuac such excessive debt froa unsubsidlied 
loans at« current hl^h intcreat rates. ^ 

We support the concept that students should not borrow In excess of their 
.fatoilics* realistic needs. However, rhe Adalnistration's definition of "renaining 
need" (after subtracting Expected Faally Concribution\nd other financial aid froo 
total edifcational coats) could leriously daaaye the effectiveness of the CSL progrsa. 
According to tfte Congressional Budget Of f ic<j '(CBO) , it would "increase the program's 
complexity and reduce lender's yield per dollar loaned because the average loan aaount 
would go down, but adnlnlstratlvo costs for each loan would not. These chsnges would 
nako the prograa less attractive to lenders, and as a result, sooe students Cparti- 
cularly ne«<Jy students, who are generally les>-pref erred borrowers) could have 
difficulty obtaining loans." Evidence of this is the large nusber of Pell Grant 
recipients (over 400. OOO) who are also CSL borrowers. 
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The Adainlitratlon would also cilalnatc the current opcioo for students 
V to borrofw at least a portion of their expected parental contribution assuatnR thac 

they coulH use the new parent Loan program. Since the Parent Loan prograa does not 
yet «xiae for «11 practical purposes, it cannot be relied upon as a backup at this 
point, Therafore. the Congress should not elininate the current option to borrow 
a portion of the parental contribution. It is iaportant to assure that low-incoae 
students and others whose fassilies are unable to provide their expected contribution 
can continue to obtain the resources to attend college. 

We coEBsend to the Subcotaalttee's attention other alternatives for achieving 
the goal of cost savings without risking the drastic effects vhlch we believe the 
Ad:U.nlst rat ion's proposals would have on the overall viability of the progran. 

Before Qutlinmg these preferred options, a word of caution is necessary. 
Vhile long-range savings of substantial Mgnltude are possible, snort-run savings 
are lioited by the extent to which current costs arc built into the GSL pipeline. 
According to CBO. sorae S8.8 billion in nev loan comicaents will be aade to al=wst 
four j-illion borrowers in FY 82 under the current law, for progran costs totalling 
S3.45 billion. Of this total, over 80 percent represents prior-year co=sitaents. 
In other words, S2,7 billion will be needed to oeet these coraitscnts regardless 
of any changes which aight be sade in the law, urJess Cons''tos changes the terras of 
outstanding loans to reduce costs or unless interest rates on Treasury oills decline 
drastically (both unlikely possibilities). Therefore the only part of the FY 82 
budget authority in which savings can be achieved is the 5750 nillion for new cotciitaei 
It should be noted that, of the 52. 7 billion needed to aeet current GSL coo- 
altoenis 'or FY 82, SI, 8 bil ion is attributable to the special allowance for lenders. 
Any decline in interest rates would achieve significant savings in the special allow- 
ance: CBO osCi&ates that a one percent decrease in the Treasury bill rate would save 
$250 aillloij. The luocoaaittec oay wish to review current policy tying the special 
allowance to Treasury bill rates, which are a result of federal oonotary policy. The 
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extrcMly hl«b co*t of the special allowance is due entirely to chls phenoaenoa. 
There aay b« alternative oechanlaas for sctcing the special allowance chat would 
unlock It fro« strict adherince co Treasury bill races and achieve $ose savings 

^i^le continuing co aake che prograa attractive to lenders. 

/ 

^. Opclons for Llziltlng Eligibility for In-School Incerest Subsidy 

Presantly, approximately 10.5 million studencs enrolled half-tlae or oore 
«r« eligible for the In-school interest subsidy. Vd^^iz the current need-aaalysls 
syscea, approxlaately half of these have docuraentcd need* Many at incoaes froo 
$30,000 to $40»000 have only aarginal unact need afcer expecced parcncal contribution 
and other aid are subtracced froa their cost of atLtendance- However, sany of chese 
faallies are unable co oaice their expecced contribution due co their supporc of other 
— children In college or ocher cash flow problesss. The Adainlscration's proposal co 
reeove chelr opporcunlcy co borrow a portion of che parental contribucion vould create 
serious problems for such scudents. It vould also create a problea for stuJencs who 
ahow unact need of less than Sl»00O, since lenders are generally unwilling to cake 
loans In smaller oaouncit. 

Wc would aodify tnc Adslnlsc ration's proposal co accoispllsh cose savings 
without creating serious hardships for rcany raiddle-incoae faailies wno have legiticate 
need to borrow. , 

One way to do this is concainad in S 1108: co rc-escablish an inooste ceiling 
for eligibility for che in-<chool incerest subsidy. Scudcncs with adjusted gross fanily 
incose below the celling would autonacically be eligible (th'is saving substantial 
administrative paperwork), ano covild borrow co aecc need and erpecced parental concri- 
butlon up to the S2,50O zaxisus. A higher eligibllicy ceiling could be sec for families 
with Qore chan one child In college. Scudencs with fanily incomes above che ceiling 
would still bt eligible for che subsidy if chey couid demonstrate cjocu^enced unset need. 

I 



I 



\ 

ERIC 




Hovever. S 1X08 would not perait scudeacs co borrov any portion of cheir 
p«rent«l contribution if chcy exceeded the incooe lislt, evcft though they dcaonscrated 
^unaec need. For reasons already stated, this is a serious flaw. The bill should be 
changed co assure that any student who has unset need will be able co borrow his 
pareocdl contribution up co che loan lisiit. 

Another way co accoeplish the sane purpose is to perait all students with 
docus«nCed need to borrow their unaec need and up Co half of their parental contri- 
bution, up to the S2,500 saxiawa. This would assure chat all students who have need 
after they have exhausted other sources of studenc aid would be eligible for che CSL 
prograa. It would sl=ulcaneousI/ «ase che problen of studencs whose regaining need 
xiShc be coo snail for basks co cake loans, and thac of studeats vhose parcn&s^ =aw 
havft difficulty aeeting che costs of higher-priced inscicucions. A varianc of chis 
approach would be to perait all cligibles to borrow at least $1,000. 

This approach would retain ac lease soise of the underlying ohil»^<W}phy vh-.ch 
venc into che creation of che program in 1965, nacely that rsosc parencs do noc have 
che available discrctiocary Incoae co afford che increasing cos.i of college for their 
children, -/haccver approach is tajten, studencs should continue to be able co borrov 
ac Lease half of parental contributions, -ntil such ilcc as che Parent Loan prograa 
is operating as a viable option. 

Under both these approacncb there need not be any significant increase in 
paperwork burden, cichcr for lenders or for insc-tuCiorai Mnancial aid acpia^ <---:::»x. 
We assuse that a sinplc "bcnchsarV." svstca . be deviGcd tc expedite the application 
pr\>ctf:»» for student:, who t.ave not alreacy appl lea for ai<i. 

Either or a nbinaticn of chese appi aches could rescrict eli^ibilit/ 
Substandally. A S25.000 incoce cap with unniec need above tiiac ievei jouid l*=:it 
Che eligibility sool co about 6 5 uillion scudcnts. whicn ve i!sci=atc would save 
.jpproxiKaCt»l> 3 300 nitlUon -issuraing that 30 p^ccnt of cligibles would borrow (she 
cjrrcnt rate of borrowers co eligibies; , and thiC Che changes m eiigibilitv jould 
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be cffeccive October 1, 1981. Th« approach of providing need and half of parental 
contrlbucion would sake approxlcately 7.5 aiUion students eligible, and save so=c 
S200 allllon (about the saae as a $30,000 incoae cap). A $35,000 xncor^ cap would 
iacrc«Ae the pool to 8 adllion and save about 150 million. A SAO, 000 cap would 
expand che pool to alsost 9 aillion and sav a aaxicua of SlOO oil lion. 

Under cither of thcs< options wc recossaend that students who do not aeet 
eligibility for the in-school interest subsidy should rccain eligable for the loan 
guarantee, as vas the case prior to 1978. During that period, when el-^ibility for 
Che subsidy vaa limited to faaily incoacs below S25.00O or those vith documented 
oeed, fewer ^han five percent o: Guaranteed Loans were ur:subsidizcd. Continuing 
cfae eligibility of these sCudcr.cs for the guarantee would not affect prosraa cost^* 
significantly, but rfould provide in important option for those who arc able and 
willing to cope with in-school interest oayrwints and arc able to find a lender. 

Depending on hew these options or their variations arc structured, GSL 
progras savings of up to S300 uliiior. could be realized without threatening the 
viability of the prograa for fasiilies and I'or lenders, which wc tear would be :he 
result of the Administration's proposals. 

Other Recoa;endations for Cost Savmt^s 

Several other steps to contain or reduce the cost of the GSL orograa would 
be acceptable to the higher education zos^nit'^. ^^hilc none o£ t>e2 vo>-ld have as 
large an iopact .is reducing eligibility for tie m-scHool interest suosidy, they 
would have a significant cuaulat.vo impact or. costs; 

( 1 ) In^ rcas j e the inte rest o n Parent Loana f ron 9 to l-l percent, b ut 
continue t h q special allowanco .ts long is '.ntarest rates a '-c high . 

fhc AGtainiscr.ition's ^ropos.Ti to raise t^e iiccrpst rate to raarket rates, 
abolish the ^T>«»ci4l oU^ancc. and extend rppa^-ert to twntv vears would, believe, 
a.ike the Parent Lo.in progria so unattractive to parents md l«.;dcrs that it cou^d 
never becotsc successful. S 1108 would ra^'.e the .nterest rate io 1- percent \c 
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chls leval — higher chan che race for scudenc loans buc lover than nose curr«oc 
aarkec races — che program should prove $uf . Iciendy accracclve co faailles In 
need of liquidity co finance their children's education. Wc supporc a fixed Inceresc 
rate for parents, buc we Suggesc chac che Subcossaiccee revlev scace usury laws co 
assure that che 14 percenc race will noc cause conflicts and create Inequlcles in 
creacacnc of borrowers froa scace co scace. 

(2) Reduce a scudenc 's eiiglblllty for CSL by che full aaounc of an y 
Social Security or Vec^ a ns Educa clonal Seneflcs . 

Cutrencly chese benefits are treated as fasily Incose for determining CSL 
e lJL glM Iig'i-, rath«r than as sctidenc aid. tT they were" cbim ted as student aid, tMs 
1* aid reduce loan eligibility for nany students who now. In effect, receive duplicate 
benefits. We understand :hat S 1108 would accoapllsh this savings. 

(3) Provide Incentives for students to repay their outstanding loan 
principal thtousth early rcpaysent . 

The current prograa provides no Incentive for early r»»Day=s€nt of loans. 
Long-tcra costs could be reduce substantially If borrowers tooit less tlSe to repay. 
For exaa-ile, proposals have been -adc to establish a staged set of Incentives: 
discounting the loan by 30 percent of principal for full repaywint within 30 days 
of graduation, discounting the loan by 20 percent for full repayment at the end of 
che gruce period, and dlscouncing by 15 percenc for full rcpaynent by. che end of che 
first year in repayzsenc scacus. We underscand chac CBO is currencly analyzm 
poccntial savings of this proposal, which we belAcve the Subcociaictee should consider. 

rMw1n*r* r»n rerioas gxcgpt thai fjllcvir.s ^hc In-school penoa . 

The 1980 Education A.'sendcencs added a new six-oonch grace period following 
defer^encs tor Peace Corps and ccrcain other kinds of volunceer s'Tvire. Elimination 
of these additional grace periods would accelerate rcpayracnt of loans vlthout causing 
i-ndue hardship (This provision is not included In S 1108.) 
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(5) Ellalaate hl^er loan Hales f^r tndependenc scudencs . 

The 1980 Aacndsencs allov Independenc students co borrov a cocal of $3,000 
per year, SSOO more than the oaxiaua for dependent dcudeocs. Eliolnaclon of this 
•^additional aaounc vould reduce the asount of data Co be collected to deterxalne the 
student status* relieve adalnlstratlvc burdeps on lenders a d Institutions* and 
constrain the %xout\ of GSL voluse and subsidies. S 1108 would accoispllsh this. 

At Che s^se else* It would be helpful to ^kc parents of graduate students* 
and their working ;»pouses eligible for th? Parent Loan progran to recognize their 
need to additional resources tc scet the higher costs of graduate eoucatlon. Spouses 
of undergraduate students should also be taade eligible for Parent Loans. 

Ve estimate that the recosascndations listed abcve vould reduce GSL costs 
by $50 - $100 olllloQ annually in addition to the $300 aiillon which could be saved 
by Halting eligibility for the In-school interest subsidy. 

We have one resalning concern with S 1108 which ve would call to your atten- 
tion: its provision for a July 1, 1981, effective d ate. We belie ve this is totally 
unworkable for Che Guaranteed Loan program. A realistic assesscent of the steps 
necessary to oake any significant changes in the program, mcluJing revision of r gu- 
laclons. cossenc ;>erlod. reprlnclng of ^orzxs. etc.. preclaac IsplesentaCion before 
Occobcr 1 at the earliest. January X. 1982. vould be a aore reasonable date. Serious 
consideration of earlier dates =av cause unccrcainty in che lending cocrjunity leading 
» to a virtual shutdown of GSL luting the critical suroer and fall period vhicu are the 
peak for applications. 

*a velco::e the oppofiunity to -JorV. with the Subcocnittee to develop soecific 
legislation to achieve the cost-saving objectives/ of Lhe Budget Resolution. 
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ATTACHMENT 

PROPOSED AMENDMENTS TO SECTION 482 (a) (l) , (2) 
OF THE HIGHER EDUCATION ACT AND SECTION 43ied)(l) 
OF THE GENERAL EDUCATION PROVISIONS ACT 

Amend paragraph (1) of section 1089(a) of Title 20 of 
the United States Code, section 482(a)(1) of Title IV of the 
Higher Education Act, as amended, by striking out everything 
after the tromma following the words "family income, which," 
and substituting instead the following: 

"together with any amendments published in the 
Federal Register, no later than August IS/ 1981, 
May 15, 1982, and May 15 of each succeeding year, 
shall become effective July 1 of the calendar 
year which succeeds such calendar year, except 
^ as is otherwise provided m paragraph (2) - During 

the thirty day period following publication of a 
schedule and any amendment to a schedule, the 
Secretary shall provide interested parties with 
€Ji opportunity to present their views and make 
recommendations with respect to such schedule or 
amendmfcnt. Such schedule shall be adjusted 
annually. " 

Amend paragraph (2) of section 1089(a) of Title 20 of 
the United States Code, section 482(a)(2) of Title IV of the 
Higher Education Act, as amended, substituting in its entirety 
the following new paragraph (2) : 

"The schedule of expected family contributions 
required for each academic year, including any 
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amendments thereto published pursuant to 
paragraph (1), shall be transmitted to the 
•President of the Senate and the Speaker of the 
House of Representatives not later than the time 
of its publication in the Federal Register. If 
either the Senate or House of Represenatives 
adopts, prior to October 1, 1:^81, July 1, 1982, 
or July 1 of any succeeding year following the 
submission of such schedule and any amendments 
thereto as required by this paragraph, a resolution 
of disapproval >f such schedule or amendments, in 
whole or in part, the Secretary shall publish a 
new schedule of expected family contributions in 
the Federal Register not later than fifteen days 
after the adoption of such resolution of disapproval. 
Such new schedule shall take into consideration 
such recommendations as may be made in either house 
in connection with such resolution. If within 
fifteen days following the submission of the re- 
vised schedule, either the Seiate or the house of 
Representatives again adopts a resolution of disap- 
proval, in whole or in part, of such revised sched- 
ule, the Secretary shall publish a new schedule of 
expected family con i-rihuh ions in thf» federal Regis- 
ter not later than fifteen days after the adoption 
of such resolution of disapproval. This procedure 
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shall be repeated until neither the Senate nor 
the House, of Representatives adopts a resolution 
of disapproval. The Secretary shall publish to- 
gether with' each new schedule a statement identi- 
fying the recommendations made in either house 
in connection with such resolution of disapproval 
and explaining his reasons fcr the new schedule." 
Amend section 1232(d)(1) of Title 20 of the United States 
Code, section 431 of the General Education Provisions \ct, as 
2unended, by inserting after the following words in the first 
sentence "concurrently with the publication m the Federal 
Register of any final regulation." and before the following 
words "as required in subsection (b) of this section," the 
following: 

" (except expected family contribution schedules 
and any amendments thereto "^promulgated pursuant 
to ^section 1089(a)(1) and (2) of this title)". 
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Explanatory Statement of Proposed Amendments to 
^ Section 482(a) of the Higher Education Act and 

Section 431 (di of the General Education Provisions Act 

The proposed amendments to section 482(a) of the Higher 
Education Act, as amended, and section 431(d) of the General 
Provisions Act, as amended, are intended to accomplish two 
^purposes > First, the amendments to section 432 Ca) clarify 
an ambiguity in the present statute regarding the proper 
procedure to follow to amend an expected family contribution 
schedule published by the Secretary of Education. The 



proposea^statutory amendment to paragraph' (1) requires the 
Secretary, should he desire to propose a substantive 
' amendment to a published expected family contribution 
schedule, to publish the amendment Jn the Federal Register 
no later than' forty-five days befor|t the Congressional 
deadline to adopt a resolution of disapproval of an expected 
family contribution schedule. An a\nen^ent to a schedule 
may not be published and proposed after the date established 
in paragraph (l). An amendment to an expected family 
contribution schedule must also be subject to the thirty day 
notice and comment p^iod provided for a schedule. 

*The proposed amendment to paragraph (2) of section 482 
makes it clear that an amendment to a schedule must itself 
also be sub:5ct to Congressional review and a resolution of 
disapproval by either House, since an amendment to a schedule 
must be published no later than forty-five days before each 
House may act to disapprove a schedule or amendment, no change 
to the deadline for Congressional action was necessary. 
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Furthermore, i£ either House adopts a resolution o£ disapproval 



* as to a schedule_Qr-.an„ame_ndinent t o a sc hedule, the Secretary 
o£ Education is directed to publish a new schedule o£ expected 
£axnily contributions within £i£teen days after the adoption o£ 
such resolution o£ disapproval. 

Second, the amendment to section 431 Cd) o£ the General Edu- 
cat-ion Provisions Act provides, that an expected family contri- 
— bution sq^edule, ar.d any amendments to such schedule, promulgated 
under section 482(a) procedures, are not subject to a forty-* 
five day review by Congress and concurrent resolution of disap- 
proval applicable to final regulations cf the Department,, 



Senator Stafford. Thank you very much, Dr. Saunders, 
^howill be next? 

Mr. GossENS. Senator, I will go next, and take the next one. 

My name is Peter Gossens. I am director of government relations 
fpr the National Association of Independent Colleges and Universi- 
ties and, let me say. Senator, I appreciate the opportunity to be . 
here this morning and present our vigws. We are in full concur- 
rence with the statement jast issued by the Association, the Ameri- 
can Council on Education. We have some issues wc would like to 
stress for you, particularly with regard to the guaranteed student 
loan program, and that is, our sole reason for being here, not as a 
splinter off the higher education community. 

As you know, independent colleges do form a major part of the 
partnership with public colleges and universities that provides the 
kinds of educational opportunities needed to meet the needs of our 
society. We think if you do damage to our sort of education-not 
you, but if one does damage to our sort of education-the cost to the 
public treasury at the State legislature level will be severe and 
something that the States cannot picture. 

The burden of the propo.sed cul^s would fall severely on independ- 
ent colleges and universities. We do not have a State legislature to 
fall back on. Six out of ten of all of our undergraduate students 
depend on some form of need-based assistance. It is because of that 
heavy dependence that we appreciate your efforts to try 1,0 find a 
way around the budget instructions and away from the ways the 
budget instructions assumptions are developed. 

However, we believe there is net an effective way and we believe 
that someone should come before you and tell you <Jiat there is no 
an effective way to achieve the kinds of savings that the budget 
resolution is tellinfj you that you have got to Ha in 1 year 

For example, in the guaranteed student loan program. Congres- 
sional Budget Office and he Senate Budget Committee estimates 
for the funds^ you will need next year, fiscal ye%r"1982, axe $3.45 
billion. That 2.7 is already committed, leaving you only $750 mil- 
lion in fiscal 1982 funds which ^ are discretionary. The Senate 
budget resolution would have you take, $566 million out of that 
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$750 million, thereby reducing the program by 75 percent in 4 
year. We think that is unrealistic. We think once they get through 
the macroeconomics and the macrodollar figures and understand 
these kinds of issues that you are reducing guaranteed loans by 75 
, percent in 1 year; that we may be able to take the President at his 
\vord when he suggested lo Members of the House of Representa- 
tives on the Gramm-Latta substitute budget that adjustments may 
have to be made and appropriations and authorizations later on 
down the road and not be held so tightly by the budget ceiling 
which both Gramm-Latta and the Budget Committee assume. 

You have heard the history of the guaranteed loan program and 
the problems with some of the changes frOm others this morning I 
will just stress two things. 

One, if you make a July 1— in t^rms of change of loans, we can 
look back at the list and see what happened if Congress attempted 
an immediate change in the program. We had to come back with 
. emergency legislation within a month and delay the effective date 
of those changes. 

The second thing I would like to stress. Senator, is that with 

respect to your $25,000 income cap in S. 1108, we believe that kind 

of a ch^ge may be detrimental in good public policy from what w6 
have right now. Right now we have a program' accessible to all 
students from all income levels. The President ha§ proposed that 
that access be limited in a couple x)f ways. We would go with one of 
•his ways with a mild adjustment, that remaining need should 
include half of parental contribution. 

We oppose- the in-school subsidy, but we believe it is a least 
harmful way to go if you do allow a reiimiuing need to be applied 
to all students. 

According to Congressional Budget Office estimates, we list here 
your dollar savings by about $100 million, wh.ch if you take out 
argument that in fact the 75-percent reduction in GSL is irealis- 
t c this year, the $100 million is not an amount to be dividing us. 

Senator, let me finish by saying we believe some short-term 
savings and some substantial long-term savings, such as we pro- 
posed, may be affected. We believe you do not have to go to the 
approach that the Senate Budget Committee has proposed a 75- 
percent reduction in the program. We hope that our admonitions 
about the effects for immediate changes will allow you nick ^^p 
on the responsibility that Senator Randolph has addressed this 
nriorning and tell the Budget Committee and tell che administra- 
tion—and I am sorry that some of the newer members of the 
subcommittee are jiot here to pass that word along as well to the 
Budget Committee; that a 75-percent cut in GSL is just impossible 
this year and let us go with some reasonable savings and put a 
safety net around these programs, because these are an investment 
in the future. 

Thank you. 

[The prepared statement of Mr. Gosseim follows l 
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Prepared -Statemekt op Peter J Gossens 
Mr. Cha^irtnan end ^tembers of the Subcortmittee: 

— JMyj,ameJ_s__Peter Gossens. I am Director of Government Relations for the 
National Association of Independent Colleges and Universities which includes within 
its membership 850 independent colleges and universities. 42 state associations of 
independent colleges and universities, and 28 national, regional, and special pur- 
pose associations of independent institutions across the nation. They reflect the 
partnership which independent and public institutions form to provide the diversity 
and variety of educational'offerings required to meet the needs of our society. 

In a process unique among educational associations, naICU provides annual 
opportunities for the entire membership to address the public policy issues whtch 
are important to all of us.^ and to issue a comprehensive and detailed set of public 
policy statements which reflect our positions on those issues. At the concluding 
general session ^our igsi Annual Meeting on February 6, the membership of our 
Association adopted the following three statements of priority interest in the field 
-XifL-Stul^n_t_assJsj^ance: _ 

"NAICUwill seek to assure an appropriate balance of funding bet^en grant 
benefits, both Pell Grants and Supplemental and State grants, and self-help pro- 
grams, such as College Work Study and Guaranteed Student/National Direct Student 
loans to assure financial accessibility for all American, to all of our country's 
higher educational opportunities. 

vie further changes in student loan legislation are considered, KAICU will 
%eek to assure that loan capital is available to meet ?11 legitimate student need 
unfunded by grants and work, that loan capital is expanded as necessary through the 
Federal Financirg Sank, that student loan programs be simplified, that consolidation 
of student loans be further encoiirdged. and that attninistration and collection of 
loan obligations be improved through the availability of centralized services. 

-Recognizing the potential budget stringencies in the years ifrmed lately ahead. 
NAICUwill work actively with other higher educational associations in formulating 
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«id idvancing legislative Initiatives »*hich wJll help to control overall federal 

outliys ^or student assisUnce programs, while maintaining the continuity and 
. balance of gr^ant, work, and loan benefits. 

Unfortunately, all three of NAlCU's central public policy interests in the stu- 
dent assistance field are threatenid by the Administration's proposals for achieving 

iMMdUte budget savings in student assistance pror^-ns. The assumptions contained 
In the Senate Budget instructions further compound the problem. Institutions of 
higher education, already suffering from the effects of Inflation, would be hard- 
pressed to find funds to make up the substantial Fr 1981 and FY 1982 savings which' 
will be required in the Pell Grant and Guaranteed Student Loan programs. 

. The burden of the proposed cuts would fall Very severely upon the independent 
sector of higher education. We do not have a state legislature to fall back upon to 
aake up a shortfall in federal funds. Nationally, according to the most recent 
studies of financial and educationaltrends throughout the Independent sector, 60 
percent of our aggregate educational and general revenues come from student pay- 
ments, forty percent of which is from s^udent aid programs. Furthennore. six out of 
ten of all undergraduate students enrolled in the independent sector receive one or 
more forms of need-based student aid. 

While some NAICU member Institutions possess substantial endovw; ts, most do 
not. Even the endowed institutions already find that they h^ to d'ip deeply into 
endo*«ent funds to maintain quality educational programsyAnd with college costs now 
averaging $6,100 per year for an undergraduate student/t a four-year independent 
institution, this depletion of institutional resour^ quickly could become disas- 
trous for our long-term financial security. 

With this introdu.ct*on as to our make up and thelproblems our wstltutions face, 
let me commend you, Mr. Chairman, and other Hernbers of\the Subcomnittee' vor, at tempting 
to find ways to meet the «9conc11 lation requirements. 
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However, there appears to be no effective i>eans to achieve much of the' saving? 
called for in the budget instructions for FY 1982. especially with respect to the 
Pell 6r4nt and Guaranteed Student Loan programs'. 
Pell Grants 

« " 

y. ""^ generally support the positions expressed in the statement by the toerlcan 
Council on Education with respect to possible reductions in the Pell Grant program. 
Spvifically. Me support (1) an increase in the Pell Grant maxima to J1.900 so that 
Inflation does not cause thousands of students to be IneHgible for the program; (2) 
^ .authority, such as you propose in S. 1108. for the Secretary of Education to propose 
<i* in the affhual statutory Faniily Contribution Schedule procedure an assess:.ent rate or 
a series of assessment rates to be applied against family income; (3) an increase in 
the fa».ily Size offset to reflect the effects of inflation, especially on low-inc(X»e 
families; (4) count Social Security and Veterans educational benefits as student 
aid; (5) modify the statutory reduction schedule to avoid the current inequities, 
and (6) defer substantial changes in the existi„o need analysis system until aca- 
denic year 1982-83. because it is so late in the processing year. 

«e also believe that, in order to arrive at a realistic budget amount for Pell 
Grants for f» 1982. you may need to make additional adjustments to accomplish the 
above objectives. Two possible adjustments which we of fer for your consideration 
are (1) to establish some reasonable limitation in the Pell"^nt program, either by 
statute or by regulation, on the allowable cost-of-attendance for avmuting students 
not living with their parents so that this allowance does not becone.a new mechanism 
for abusing the program, and (2) to establish s<xne reasonable, wrkable.' and equi- 
table self-help expectation in the Pell Grant program so that students cannot pay 
. for their entire cost of higher education with grant funds. The Education /Vnend- 
«ents of 1980 established a theoretical self-help expectation by establishing the 
federal policy goal that federal'grant progr*,s and reasonab.e parental contribu- 
tions will meet 75 percent of a student's co,t of att.-ndance. thereby implying a 
25-percent $elf-h<rlp expectation. 
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Guaranteed Student Loans* 

Because students attending Independent colleges and universities &re so heavily 
dependent on the GSL program, otr major concerns are with the instructions in the 
budget resolution and with certain provisions of S. 1108 which relate to GSL. While 
significant long-range savings^are both possible arxl necessary, it is practically 
ii^osslble to achieve the $ will ion in FY 1982 savings which the budget 
resolution would require, . , 

The CongressionriV Budget Office estimates that, of the $ billion needed for 
GSL in FY 1982, only 22 percent is controllable. In other words, if the prograrj 
were simply stopped on October 1, 1981, and no loans were guaranteed -in FY 1982, the 
federal outlays for the program would amount to $2.7 billion. Therefore, the real 
effect of the budget resolution is to require $566 million in savings out of the' 
$750 million which' is controllable,' or to reduce the controllable GSL budget by over 
ir' 75 ptrt'cent. Surety that cannot be the intent of those Senators who supported the 

Revised Second Concurrent Resolution for FY 1981. Surely that cannot have been the 
intent of the 253 Representatives who voted for the Gramm-Latta alternative Budget 
last Thursday. !t is our hope that when the effects of there budget proposals are 
understood". Senators and Representatives will accept President Reagan's suggestion 
that adjustments will have to be nade in authorizations and appropriations for FY 
1982. 

Furthermore, because most of the -GSL outlays in FY 1982 will be for loans made 
during FY 1981, the only way to effect FY 1982 savings is by changing the' statute so 
that ntw program requirements will apply to loans made in the last quarter of FY 
1981. Because of the complexity of GSL program requirements on lendingMnstitutions ^ 
across the nation, and the fact that lender participation in the program is entirely 
voluntary, history teaches us that substantial lead time is needed before statutory 
changes go into effect. In 1972, Congress attempted to impose inwediate program 
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changes. Mch resulted In a near-tdtal shut-down of the program because most 
lenders simply withdrew from participation, requiring emergency legislation to delay 
the effective date of the changes. We fear a similar result if you attempt to 
inpose a July 1 effective date on whatever changes you make in the statute. 

With respect to the specific proposals to amend the statute to attempt to 
•achieve 6SL savings, let me offer the following coaments. We believe there are 
serious public policy difficulties with the 6SL provisions of the Administration's 
bill, S. 1109, and with the provisions of your bill,. S. 1108, which would establish 
&i income ceiling of $25,000 family income for automatic student eligibiljjfy for GSL 
and establish a need analysis system for all other students. We enthusiastically 
eftdorse the other proposed changes in the program which are in S. 1108. 

When the 6SL program was enacted in 1965, it was designed to provide a means 
'whereby students from middle-income families could have access ,to bo'-rowed capital 
to meet the expenses of higher education for their children. The prograii was 
designed to be funded out of capital ^from private lenders with a federal guarantee 
and subsidies to induce lender and borrower participation. It has been amended 
niinerous times to reflect changing needs of its' target population, lisiit or 
eliminate abuse, and to tie the subsidy for lenders to market rates, it hjs worked 
well to provide access to higher education to millions of Anerican student, and to 
provide reasonable yields to those lenders which have elected to participate. In 
recent years, the costs of the program have ballooned' in large part because of the ' 
unprecedenced and unexpecteo increases in the cost of rr^ney. For example, CBO 
estimates that if the interest rate for 91-day Treasury bills were to drop by only' 
one point, the Federal outlays for GSL in FY 1982 would drop by $220 million. The 
savings which would result from a two-point drop in that interest rate, when added 
to the savings 'which would result from other parts of S. 1108 would be sufficient to 
meet the Budget instructions.. 
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However, the Budget Committee has rejected the President's dssiwption that such 
"a reduction in interest ratennay occur, but took the Administration's other 
proposals for reducing 6SL costs. Your bill, Hr. Chair-nan, proposes yet another 
way to achieve the amount of savings assimed in the Budget resolution, bysetting an 
arbitrary income ceiling fpr automatic 6SL eligibility. We believe, that there is 
another way of achieving similar savings over the long term by modifying the 
Administration's proposal. Our proposal would modify the President's proposal 'by 
retaining the in-school interest subsidy and Including at least one half of the 
Parental Contribution (PC) in the amount a student would be able to borrow (limited, 
of course, by the authorized' annual and aggregate maxiTum wounts). 

It would assure that students from all income levels would be eligible for 6SL 
loans if they have need «fter they have exhausted other sources of student aid. It 
would not assune need for students from certain income categories who may have no 
actual need, but, because thpir parents' ^income falls below a certain level, are 
automatically eligible for a $2,500 loan' each year. In addition, it would eliminate 
the opportunity for students at any income jevel to abuse the program. 

Our proposal would retain at least some of the underlying philosophy which went 
into the creation of the program in. 1965, namely that most parents do not have the 
available discretionary income to afford the increasing costs of their children 
attending calleg^. Under current law, students are allowed to borrow up to the full 
amount of their expected PC for other programs. The Parent ^Loan program was 
statutorily created in the Education Amendments of 1980 to maintain that philosophy 
in a separate p'-ogram, but only one Parent Loan has been made in only one stat?. 
He urge you to continue to allow students to borrow at' l^ast one half of the PC at * 
least until the Parent Loan program is operating as a viable option for parents to 
•obtain the needed capital. 



This proposal Vfould not add significantly to the paperwork Durden either for 
lenders or for institutional financial aid administrators if a s»-iple "benchmark" 
system of need ar»alysis wero used in determining the expected PC, instead of formal 
need analysis. Currently, institutions of higher education are performing fonaal 
need analysis on nearly half of their students from all income levels, and nearly 
all of their loj<-income students, and we believe that requiring a simple 'benchmark" 
type of need analysis on 6SL borrowers would not impose a significant paperwork 
burden on- them. ^ , * ' 

Hr, Chairman, these connents are offer red as an attempt to provide you 
assistance In the difficult, some would say impossible, task which you face of 
achieving the substantial savings in these two critical federal student assistance 
programs which the Budget Resolution would require. We hope that our admonitions 
about the effects of inriedlate changes, and our proposals for short-term and 
long-term savings are adequate to convince this Subcommittee, the Budget Connittee, 
and the Administration thj^ these programs are important enough to be Included in 
the safety net of Program*s protected against all further cu.ts except those which may 
be needed to reduce fraud and abuse. I would be pleased to attempt to respond to 
any questions you may have. 

Senator Stafford. Thank you. 

The Chair notes that we are now into a roUcall vote in the 
Senate. I intend to see these hearings through even if I have to go 
over and answer another roUcall and come back. 

Senator Randolph, what would your pleasure be Here? We should 
answer this roUcall and we have two more witnesses to go on this 
panel. 

Senator Randolph. Mr. Chairman, I will attempt to come back, 
of course. It is a difficult schedule for me today. 

Senator Stafford. It is, for both of us. 

Senator Randolph. But I will attempt to come back. 

Senator Stafford. If the panel can remain, we will go over^nd 
discharge our duties in the Senate and come back as quickly as we 
can. 

[Recess.] , 

Senator Stafford. The subcommittee will please come to order. 

At the time we left, we had two witnesses who had not had an 
opportunity to testify from the panel, Mr. Leifman and Mrs. Miller. 

Have you made a decision as to which will go first and which 
will go last? 

Mr. Martin. Mr. Chairman, Mrs. Miller and I would like to 
share our time, if that would be acceptable to you. 

Senator Stafford. It will be acceptable. It will be 5 minutes 
apiece, though. ' 

Mr. Martin. iTiank you, Mr. Chairman. 

We appreciate the opportunity to appear before this committee 
and express our views. We prepared a comprehensive statement, 
not only commenting on the administration's bill, but certainly 
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your bill, along vnth several recommendations and we ajso support 
the recommendations- that have been addressed by the Council on 
Higher Education Loan Programs. 

Mr. Chairman, we pointed out that the primary problem we face 
is because of rising inflation, and short-term problems, that it is 
.^^romc that this committee, which has been so responsibl^or the 
program for years faced now in responding to the Senate Budget 
Committees resolution, but nevertheless, we want to try to assist 
you. 

Let me jHai point out— and the last page of my testimony, before 
the supportirig data, copy of the letter that we receive this last 
week from a mother of two childrenVho were Attending school in 
Tennessee, who were applying abdut whether the loans were going 
to be available for this year, becailse we are faced with a difficult 
time that has already been made here of what is going to happen. 

She reports that her two children who are using the guaranteed 
student loan program, it is still necessary for this family to contrib- 
ute^ over $4,500 of their own expenses. They are two working 
middle-income families and their total income is about $30,000. 

At the end of the letter, she says, "Any information you can give 
me will certainly be appreciated. If we could ^use this loan for 1 
more year, I believe we will be able by planning and if everyone 
stays healthy to make it for the other 2 years. Needless to say this 
IS very upsetting to us since it seems to hurt the middle-income 
family that wants to work and pay their way. I know we will make 
It, but It is sure going to be difficult if it is not available f^r this 
year with no tim.-^ to .plan any budget. By the way, our income 
cgmes from my husband working three jobs— a fireman, a security 
manager for a depaiiment store, and an auctioneer. I work outside 
the home and both children have summer jobs, my son also works 
during the school year. We are trying to give our children an 
education in a good Christian school where they are happy and we 
hope become productive citizens. It seems we are being penalized 
for working hard. » '^.'^ 

I), would suggest to you that this kind of a letter is begining to 
gi;ox^t^oughout the country in every school that we are associated • 
with. We are finding ourselves with an incredible period of time 
with the difficult task that you hayfe of reducing the overall cost in 
a very short period. 

in essence, if we are not careful, with all the kinds of proposals 
that have been floating around, we may throw the baby out with 
the bath water, so to speak. We have introduced some concepts, 
including the one that you hpve in your bill, of an income cap, but 
we are concerned, Mr. Chairman, that your income cap ojf $25,000, 
which 18 necessary-to meet the budget savings that are mandated is 
going to have a detrimental effect upon the attendance in institu- 
tions this fall and the choices that students will make in selecting 
institutions. 

If the figures are correct from the Congressional Budget Office 
which would show that about 50 percent of the volume of 'oans 
might be reduced as a result of that kind of a cap, then we would 
suggest that that is going to be very disruptive on enrollments; and 
we would therefore support a much higher figure than that. 
O 
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\Ve feel that these difficult times do not leave us a whole lot of 
. room, so one additional suggestion that we have offered, not that 
we like it, but with the possibility of perhaps having some kind of a 
Federal loan interest , revision, that might be some kind pf a fee 
that would be takerudirectly from the students at the time that the 
loan is made and paid back to the Government to help offset the 
. costs *hat are incurred in this program. 

This would not change the progtam as it is currently structured. 
It is a fairl^simple kind of approach. It is not one that -we welco^lte 
suggesting in light of the fact- that we have always siipported the 
benefit for students, but the chuices that we have, as Senator Pell 
commented earlier, are not pleasant. It would be b^ter for a 
student to know chat we (^ould get access to a loan and get some 
kind of a fee because of the high interest period that we are in, 
rather than going to accruing and compounding which is dubious 
that it will work, and pay up to four times that amount in a 
penalty. 

We would offer that as a suggestion, knowing that there is 
resistance to it and we do not like it ourselves, but it would be an 
caption that you could adjust later or remove if interest conditions 
change in the future. 

At this time, let me turn to Gene Miller, who is the president of 
our association, and acting administrator, and ask her tc comment 
* further on some of the other comments. ^ 

Ms. Miller. In the brief time we have left, I would like to 
emphasize two points that have been previously discussed as they 
pertain to the realities of students on the campuses across the 
country. ' 

The first is the issue of self help or the additional $750,000 
recommended in S. 1109,c>vvhich is only an increase into the heavy 
burden for students. 

Based on students* budgets, for example, at California colleges, 
the current self-help contribution that already exists ranging from 
a low of 23 percent to a high of 80 percent and in an attempt to try 
to show you how this works, there are some graphics at the end of 
our supplemental report which show some charts and will give you 
some ideas of how students packaged, and how much self-help they 
already have. . . ' • 

The second is the deferral of the cost of attendance provisions. 
This is especially devastating to the nontraditional students who 
are enrolling in larger numbers as was indicated earlier in the 
testimony. These costs have not been adjusted since the inception 
of the program in 1972 and, again, if you take a look at the 
graphics, you can see below the triangles we have put the actual 
cost, and these are based on some averages in California and below 
that we have the Pell grants costs that are allowable for those 
same student budget categories and you will notice the variation., 
for students who live off-campus and for students who are heads of 
households who are niarried students. 

I would conclude by reporting— supporting some of the proposals 
in S. 1108 to reduce costs. These are enumerated in the statements. 

We thank you for allowing us the time to comment on these 
issues and wish you well in marking up that bill. 

[The prepared statement and supplemental statement of Ms. 
^Miller follows:] ) 
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EXECUTIVE SUMMARY *. . / 

HASFAA endorses the principles contained in P^ident Reagan's Budget 
Reform Plan to refocus the student aid programs, but disagrees with 
the methods that have been proposed to achieve these ends. 

Acceleration of costs in the GSL Program is directly related to current 
high interest rates. 

Expenditures in student aid programs are essential ^in order to achieve 
the Administration's goals, since such a plan is dependent upon increas- 
ing productivity and strengthening national defense which are in turn 
dependent upon a well -trained and educated citizenry. 

Significant legislative changes at this point in the student aid de- 
livery cycle resulting in major reductions in anticipated funding will 
cause in compre 'sensible disruptions. 

NASFAA supports the concepts of: {l)Awarding Federal student aid on the 
basis of financial need; {2)Parents assuming the primary responsibility 
for payin9 for their children's education to the best of their ability; and 
(S^Students contributing to their own educational expenses. 

Growth in the teenage population has created* pressure on the supply 
side of the youth labor market resulting in high unemployment rates 
for ;eenagers 

>\ 

Inflation and the unavailability of student employment have impacted" 
negatively upon the parents', and students' ability to pay for post- 
5econ(Jary education. The jobless rate for teenagers in jgeneral was 
}e% in 1979, but 27.8% for minority teenagers. 

labor Department studies shov/that the unemployment^ate of 20-24 year 
olds with fo«r*or more years of college is 4X compared to 9.4X for 
high school graduates and 20.6% for high school dropouts of the same 
age.^ Financial aid makes it possible for students to obtain a post- 
secondary education. 

Changing demcgfhaphics and characteristics of today's co'llege age 
student have created greater financial needs for tuday's student. 
Sibling overlap, higher proportional enrollment of lower income 
stirdenHT'^pqLte'lcy of single parent households and average higher 
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ages of today's students create larger student expense budgets with 
lovfer available family contributions' 

Adequate financial aid is one ^f the two single most critical factors 
Involved in' determining whether, studentsvwill^^nrOll and continue in 
postsecondary education. ' .'^ ^ 

Most postsecondary' educatioj^ai institutions are the largest or second 
largest payroU producing eftter:ep;fses in' the conmunities in" which they 
are located. • 

^.primary issue Tacing the United -States Congress is whether or not to 
'support the Administration's proposals to reduoe program costs by 
methods wtvich have been advanced. 

Limiting- Guaranteed Student Loans to remaining need 'is questionable when 
you examine the average loan amount based on college costs. Statistics' 
show that the majority ofstudents are borrowing amounts appropriate 
for*their costs of attendarKe. ' , • 

Limiting student loans to remaining need-will affect the supply, side 
o^f the GSt equation and cause lenders to make two foans, one to the 
student and one to the parent to cover t ; stujdent's costs without 
any additional yield. 

Flimination of the in-school interest sub-idy in the GSL Program will 
significantly increase the debt burden of many,-^tudents., perhaps re- 
suiting in a greater likellh^d of students defaulting ort tireir loahs. *• 
Extending the repayment period on Parent Loans and making t^em avail- 
able to parents of graduate students ^^i^ll result in an increased num- 
be- of death and disability 'claims being paid by the government. 
Eliminating the spfecial allowance \c\ the Parent' Loan Program will 
require parents to assume a greater hurden and'perhop* discourage 
them from taking out such loans because of their other, credit obligacions 
NASFAA feels that the recommendations' which Iwve been made by the hijjher 
education conwunity for reducing costs in the GSL Program are more 
reasonable, cost effective and understandable by parents and students. 
Imposing a self-hel|) expectat'on in the Pell Grant P«ogram doei not 

affect cvcrycne equally.' Iff»p^cL whl effect low dhd^moderate income 

y 
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students attending low cost institutions. 

20. .Allowable costs under the Pell Grant Program bear 'ittle resemblance 

to the actual costs students and families must pay. Current cost 
allowances in the Pell Grant budget underestimate true expenses be- 
tween $900 and $2500. ( 

21. Imposition of the Administrat^n*s self-help provision will increase 
, the work loan for institutions ahd requrie additional costs to be 

borne by the Education Department to modify their processing systems. 

^ / - 

22. ^Weighted average thresholds of low income leveU developed by the 

Social Security Administration to determine Pell Grant family size 
offsets arcj unrealistic compared to the true living costs that families 
face in today's society. 

23. Phase out of, student Social Security Benefits will affect low income 
students the most since 84X of the students rome from famMie^ with" 
incomes below $20,000 per year and 71X from families with incomes 
under $15,000 per year. Other student aid will not make up the 
amount of these benefits for most students. 

24. NASFAA feel: that the recofiinendations which have been made on pages 
23 through 28 for reducing costs in the Pell Grant and G$L Programs 
are (pore reasonable, cost effective and understandable by parents 
and student. 
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Mr. Chainndn and Members of the Subconroittee, as always, we appreciate* the 
opportunity to express our views before this Subcommittee and realize that 
this Subconwittee, which has historically designed and supported student 
aid programs, is faced with the difficult responsibility of makinq stat- 
utory changes that will attempt to accomplish the goals of the Senate 
Budget Cocmittee. Therefore, we will do our utmost to help you find'so- 

lutions which are the least damaging to the fundamental goals of these 
programs. 

We regret, however, that prevailing circumstances necessitate reductions 
• in financial aid support to our country's postsecondary education students', 
in order to m^et the requirements of the Senate Budget Resolution. While 
we support the President's goal of reducing inflation, cutting back on un- ' 
necessary spending and balancing the Federal budget, it is ironic that we 
are here today to determine how to reduce the costs in the Pell Grant and 
Guaranteed Student Loan Progriros when the truth is that expenditures jn 
this budget function have primarily accelerated due to rising special allow- 
ance costs in the Guaranteed Loan Program which are directly tied to rjone- , 
tary policies determined by the Federal Reserve to restrict the suoply of 
money b^ fostering high interest rates. Consequently, actions taken by 
both the former and the current Administrations to deal with the nation's 
overall economic ills have caused Guaranteed Loan costs to accelerate to 
the point that we must now cut ne_ed-based student assistance programs, ^uch 
as the Pell Grant Program, in orJer to continue to preserve a viable loan ' 
program for middle-income families who desperately need the program to 
assist them in meeting postsecondary educational expenses because infla- 
tion has eroded their savings and reduced the discretionary money wh^ch 
they normally would have used for this purpose,. 

Therefore, we object, in principle, to the program reductions that have 
been proposed in the Administration's bill, 3.1109, and the Chainnan's 
bill, S.1108 for two reasons. First, we believe that the student aid 
programs have been worUng well and are acfyeving their intended legis- 
lative goals. Expenditures in these programs are reasonable and neces- 
sary if the President's broader Economic Recovery Program is to be achieved, 
since that plan is dependent upon Increasing productivity and strengthen- 
ing national defense which are in turn dependent upt.. having a well-train- 
ed and educated citizenry. .Secondly, we believe that making significant 
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legislative changes at this point in the student aid delivery cycle which 
would result in major reductions in anticipated funding will be particularly 
disruptive to everyone concerned. Institutions have necessarily already 
begun waking awards to students for this academic year and parents and stu- 
dents have made their-^ducational plans based on this information. We wouldt 
therefore, caution you to weigh your decisions carefully since the decisions 
you mke will have a profound effect upon the educational opportunities of 
our citizens, the survival of many of our educational institutions and^the' 
economic health of the many coiimunities in which these institutions are 
located. 

In the past several seeks, we h^e analyzed the President's Budget Reform 
^lan and s5il09 as they relate to the two largest student aid programs: 
The Pell, Grant Program and the Guaranteed Student Loan Program. While we 
endorse the principles contained in President Reagan's proposals, we respect- 
fully ^Jsagree with the methods proposed in S.1109 to achieve these^ends. 
Our Association, composed of over 2,400 postsecondary educational institutions 
has always supported the concept of awarding student aid on the^asis of finan 
cial need. Me also subscribe to the principles that: (l)Parents have the 
primary responsibility to pay for their children's education; (2)Parents will 
contribute to the best of their "financial'* ability; and (3)Students them- 
selves shQuld also contribute toward meeting their educational costs. We are, 
however, fully cognizant of the financial pressures facing many families today 
which prevent them from fully meeting postsecondary educational costs^ This 
circumstance is prfiriarily due to the impact of inflation, rising taxes on 
discretionary incomes and the u^iava liability of sunmer and term- time employ- 



ment t) today's student. 



,KdAy recent news ajcg)unts have alluded to the problems teenagers and young 
college > udents have in obtaining employment. A recent stfldy by the United 
States Department of Labor provides an indepth profile of the teenage worker ..^ 
The study shows that growth in tho teenage population has created consider- 
atfle pressure on the supply side of the youth labor market. *This pressure 
has caused consistently high unemployment rates for teenagers throughout 
the 1960s to the present. The jobless rate for teenagers has gone from a 
1ow'0f 7.6% injg53 to 16Xin 1979. It is important to note, however, that 
black and mother minority teenagers have experienced consistently higher un- 
employment ra^es than their white counterparts. According to the Department 
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of Labor's statistics, in 1979 the unemployment rate for black and other 
minority teenagers was 27, 8X compared to 13.9% for white teenagers. These 
statistics also point out t**at for most teenagers, finding employment is not 
an economic necessity since almost three-tourths of all teenag^s live in 
two-parent families and only about 125 have no parsntal attachment. On the 
other hand, approx;.nately one-half of all black teenagers reside ii. one-par- 
ent families or live apart from their parents; for these youth, finding a 
job can be crucially important. 

It Is also worth noting that the unemployment rate among youth is higher in 
central cities than it is in suburbs and non-nietropol itan areas. Thus, the 
opportunity to enter the labor force is greater for students who do not live 
in the cities. It should be noted that 'Tore than one-half of black youth 
live in central cities and l«ss than one-fifth of this population resides in 
the suburbs. Hispanics also account for a disproportionate share of the 
nation's unemployed youth. In 1979 among the Hispanic groups, Puerto Rican 
youth had tne highest jobless rafe, 27.81, compared with 16.95 for workers 
of Mexican origin. 

The Labor Department's study also shows that the amount of formal schooling 
is substantially related to the prospects of being employed. Those individ- 
uals who are 20-24 years of age wtio only completed 1 to 3 years of high 
school have an unemployment rate of 20.65. Of 20-24 year-olds who completed 
high school, the Unemployment rate is 9.45. Of 20-24 year-olds who had 1 
to 3 years oi college, the unemployment rate is 7.25 and of those 20-24 
years of age who have had 4 or more years of college, the unemployment 
rate is 45. These statistics clecrly support the importance of providing 
the financial means to ensure that Anierican youth can obtain a postsecond- 
ary school education. 
J)ijr Asso^jation^is also aware that student aid sources have increased d^.- 
matically in the past few years. Much of this increase .in funding harbeen 
needed to simply keep up with the rising increases in educational costs and 
associated living expenses. Another often overlooked factor, however, is 
the changing*demographics and characteristics of today's college age student. 
While families have always had the primary responsibility to pay for their 
children's education, there has been an emerging trend during the last de- 
'ca^e of increasing numbers of families with more than one college age .e- 
pendent. This sibling overlap increases. the financial burden on some 
families in that .they must meet postsecondary educational expenses for 
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more than one child at a time. 

The Pol icy < Analysis Service of the An^erlcan Council on Education shows 
that "in 1967, 12% of all families with dependents in the 18-24 age 
^roup had nore than one dependent enrolled In college; by 1976 » the 
porportlpn had risen to 165." While it appears that child spacing 
patterns did change In the ig60s» the frequency of sibling overlap had 
cade it more difficult for parents to contribute as much as they have 
in the past. , 

Another factor which has affected the college age population is the 
racial/ethnic distribution -of whites and non-whites. In 1965 » non- 
whites constituted approximately 12^ of the enrolled 18-24 year-old 
college uge population. Current trends show that by 1985 the projected 
nunter of non-white 18-24 year-old students , will constitute approximately 
\7% of the enroliees. Given disoarities in family Income distributions 
a higher proportion of non-wnite youth families have greater financial 
need. Like^vise as has already been pointed out, a proportionally 
greater share of these students cone fron single parent families and 
have taore difficulty in obtaining part-time and cumner er;pioyinent. 

Age distribution of college students is another decrographic that has 
changed. In October 1979, the Bureau of the Census reported that over 
one-third of all college students were 25 years of age and older. The 
following chart shows th^ age distribution of college student* in 1972 
as cgcT^pared to 1979. 

AGE DISTRIBUTION OF COLLEGE STUDENTS 14 YEARS OLD m OVER 

Age ^ ' 1972 1979^ 

14 - 17 years 295,000 311,000 

18 and 19 years 2,680,000 2,844,000 

20 and 21 years 2,116,000 2,353,1)00 

22 - 24 yea^s 1,461,000 1,794,000 

25 - 29 years 1,229,000 1,679,000 - * 

30 34 years 53 i ,000 996,000 

35 years and over 783,000 , 1.402,000 

TOTAL ,'9,096,000 ' 11,380,000 

With more older students enrolled in postsecondary education, the fre- 
quency of Independents has become more j^revalent. Consequently, for 
many or these students, the parent's ability to contribute towards their 
college education is no longer considered when the student's need is 
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assessed, tn addition, the financial responsibilities of these older . 
students is greater due to ths fact that more of them are married, have 
other dependents anf are the primary head-of-household. Student expense 
budgets, therefore, tend to be larger for these students than for typical 
dependent students. It should also be noted that more women than men were 
enrolled in college in Octotwr of 1979. This is the first time since World 
"Mir II that women outnumbered men in college attendance.. Below age 35, 
about 5 Billion men and 5 million women were enrolled Irt college, but among^' 
students 35 years old and older, there were 914,000 women and 487,000 men 
in college. Current divorce rates and the increased need for two working 
parents to meet financial responsibilities are primarily responsible for 
this difference in enrollment patterns. 

Because of these changing demographics, the need for financial aid has 
become increasingly insportant. Today it is not unusual to find that at 
both public and private Institutions between SOX to 602 of all students 
are dependent upon financial aid funding to help them meet the education- 
al expenses I 

Research shows that adequate financial aid to meet a student's need is^ 
one of the two single nost critical factors involved in determining 
whether or not students will decide to enroll in postsecondary education 
and is also a major factor in whether or not the student will persist. 
Consequently, the fiscal viability of postsecondary institutions today 
is n»re dependent upon student aid funcfs than^ever before and the 
financial health of these schools has a major impact upon the financial 
health of the total community in which these schools are located. Most 
educational institutions are tne largest or second largest payroll pro- 
ducing enterprises in each community in which they are located and their 
econoinic 'irnpact^is a crit\ca! factor upon the rest of the cornnunity. 
Studies have shown that conservatively, every dollar that is spent in 
a commqnUy for postsecondary education rolls over in that ccwnunity 
-af.l^^t three times during the co^urs^S a MlendlTypar^r Therefcir^^ * 
if 4*^chool suffers a loss of three million dollars in student aid fund- 
i%^fn a given fiscal year, the community in which it is located will 
suffer corresponding loss of nine million dollars that normal ly would 
have been speo< for other goods and'services. This kind of economic 
impact is vel^ significant and can have major negative repercussions if 
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not dealt with carefully. Perhaps even more significant is the potential 
impact upon the Federal budget. If a major reduction in student aid fund- 
ing should occur and the outcome forced a large nmber of the more than 
14 million enrolled students out into the job market, the unemployment 
rate could be increased significantly. Again statistics show tha^t a one 
point increase in the nation's unemployment rate will conservatively in- 
crease the Federal budget deficit between $25 to $30 billion per y^ar. 
These fiqures do not include the negative economic impact that such an 
increase would have upon state and local tax revenues, nor oo they attempt 
to assess the harmful effects that impact our nation's human capital. 

Nevertheless, we nave describe! these changes in college age demographics 
and the resulting economic changes that would occur to show you that it 
has been necessary to have larger amounts of money in the past few years 
to assist the students who are enrolled in college than it did a decade 
ago and it will continue to do so in the next few years. 

Our primary purpose today, however, is to examine the two legislative 
proposals before you and to provide information which will hopefully 
assist you in making deoisions regarding whether to support or modify 
the proposals that have hee« advanced. Ut us begin by reviewing the 
Guaranteed Student Loan Program. ' * 

Guaranteed Student Loan Program 

The Senate Budget Resolution would require that the GSL program be limited 
to $2,873 billion FY-82 or a savings of $566 million from program costs 
under current law. The Administration has proposed to achieve this goal by 
limiting borrowing to remaining need; eliminating i'-school interest sub- 
sidy; requiring parents to borrow parental contribution through the Parent 
Loan Program; increasing the- interest rate on parent loans from 9% to 
prevailing market /ates; and by extending tpe repayment period in the 
Parent Loin Program from 10 to 20 years. 

In order to provide you with a better understanding of what is contained in 
the Administration's proposal, let us look at the following issues. 
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Issue I > Whether o r Not to Limit a Student's GSL to the Anwunt of Remaining 
Need. 

As you are aware, the GSL Program is the only triSe entitlement program con- 
tained in the Title IV student aid programs and the costs of that program 
have increased substantially in the past three years. Secretary Bell noted 
in his March 11 testimony before the House Subcommittee on Postsecondary 
Education that "in the past three years the volume of loans has grown from 
$1.9 billion to $4.8 billion" and that during the last four years, as many 
loans have been insured as have occurred during the program's 15 year history. 
This growth is not surprising since it was not until 1976 that the law was 
changed to make the program workable and additional changes m?de in 197a 
which eliminated some of the administrative restrictions, thus naking the 
program more desirable to outside cofiniercial lenders and^ opening the 
prQgratn to all students. The growth of State Guarantee Agencies, the es- 
tablishment and maturiag of secondary markets, and improvements in the 
Department of Education's operations have also madf this program more 
viable. Still another factor which has already been mentioned that has 
greatly contributed to the costs of the GSL program is economic circum- 
stances which hav? contributed to high interest rates which in turn have 
nwre than doubled the amount of special allowance the government must pay 
to the lenders on the outstanding obligations. Still the Administration 
- contends that part of the program's spiral ing cost is due to borrowing 
by high incocne families who have no need for the funds to help them meet 
their children's educational expenses. Therefore, they have proposed to 
limit the student's loan amount to "remaining need.'* This remaining need 
has been defined as educational costs minus other student aid and expected 
fant^ly contribution. ^ 

The impact of this change would require all borrowers to submit data to Oe 
processed by a need analysis service or to be hand caMulat d by an insti- 
tution, NASFAA has found that in public institutions about 50 to 60 percent 
of th^ current GSL borrowers have not filed a need analysis form. In private 
institutions, about 20 to 30 percent of the current GSL borrowers have not 
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filed a nepo analysis form. This change will not only increase the applica- 
tion processing time by approximately four weeks, it will also increase 
the amount of paper work by more than two-fold. In spite of this additional 
administrative burden upon ins ti.tut ions and a more complicated application 
process, for students and parents, there w two other factors which must be 
considered before adopting the Administration's remaining need concept. The 
first question we must ask is, are students borrowing substantially larger 
amounts of money than they need to pay for their college education? If a 
student's educational costs are modest, would one assume they would 
or>ly borrow a modest amount to cover those costs? Lf on the othe- hand, 
the student is facing high cost's^ is it reasonable to assume that he would 
borrow more? In an attempt to answer this question, I asked three of the 
larger State Guarantee Loan Program Agencies to provide data on 
their avorage loan size by institutional type Snd control. The following 
charts are a compilation of this dat^ 



state of ?;ev Jersey 



New Jersey CoUeocs ~ Loan Volune July 1. 198Q. throu-qh March 5 , 1981 

Students Percent of No of Amount Averaqe 

TVoe i^nroUed Borrowers Loans Guaranteed Loan 

Public 2-Year 44,597 H.l 4 005 c 7 -»qi ^-j^ , .o-* 

Public 4-year 74,935 28 3 23'l23 45'755'oiO '979 

Prxvate 4-Year 32, 258 36.6 Itllll I'Ml 
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state of Kew York 

loans Guar2nteed bv Tvoe of Institutions, Fiscal Year 1979.80*- 



CU.NY Z-Year 
cm 4-Yeir 
SUfiY 2-Yeir 
SUNY 4.Yeir 
4ndependant 2-Ye»r 
Indeoendent 4-Yeir 
^OTAL CollegUts 
TOTAL Vocational 
Out-of-state 
Out-of-Ccuntry 

CRA.'I0 TOTAL 

^ 4/01/79 - 3/31/80 — 



Nufuber 
of Loans 

5»8C6 
14»110 
23,189 
50.590 
9.837 
110,316 
2lS.S9S ■ 
31.117 
58,652 
_ 3.039 

311.706 



^ No. of Loans as X 

Dollar Amount Average of Full -tint in state 

0* ^oa»s Loan - enrollment 

$ 8.426.489 J U451 12,55 

20.77S.437 1,472 21.0 

41.055.171 U456 27.9 

91.973.413 1.818 42,7 

15.004.808 1,619 41.0 

246,838,889 2.238 63,8 



425.074,207 
45,219.111 

143,447.312 
12.368,638 

$ 626.109,268 



1794F 
1.453 
2.44: 
4, CO J 

5 2.009 



4L1 
HA 
Hk 
NA 



NA 



state of Pennsylvania 

Loans Gcaganteed bv Type of Institution 1979'80 



Type of Institution 
Cotanunity Colleges ' 


number of 
Guarantees 

5,750 


Value of 
Guarantees 

$ 7,630,649 


Average 
Guaranty 

$1,327 


^Hospital Schools of llurslng 


2,466 


4,758,417 


1.930 


Vocational Technical Schools 


b06 


707,109 


1,392 


Business and Technical Schools 


21,830 


41,011,789 


1 , 879 


State Colleges and* Universities 


22,972 


37,405,747 


1,628 


State Related Universities 


34,769 


73,310,672 


2,109 


Private Two-Year Colleges 


1,755 


2,948,912 


1,680 


Private Four-Year Colleges 
and Universities 


42,576 


94, 350,790 


2.216 


Total All Ifisc Hut Ions 


105, C78 


339,145.060 


2,<;47 
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While we realize the danger in drawirrg conclusions from such a small sample, 
we have no reason to believe that similar data from the other State Agencies 
Ww>uld not reflect the same trend. S\pce costs are lower in community colleges • 
and twp-year puWic institution^, the average loan sizes do not appear to be 
excessive, and as anticipated, the largest average loan a.nounts are going to 
those students enrolled in private four-year colleges, which on the average, 
have the highest costs. Therefore, it would appear that the vast majority of 
students are not borrowing am9unts which exceed their needs. 

The second question we must ask if we adopt the remaining need concept, 
will lenders make loans for small amounts of money? As the GSL program is ' 
currently structured, students cannot onjy borrow the difference between the 
cost of education and other sources of student aid, but they may also borrow 
the parental contribution if it is not available because the family has cash 
flow problams. Enabling students to borrow their parental contribution was 
one of the original intents of the program when it was created in 1965. 
Under the Administration's proposal, this option would be eliminated, forcing 
the family and the student to each take out a loan in order to meet the student's 
educational costs. Such a policy will impact negatively upon the supply side 
of the GSL equation. To understand that aspect of the program one must look 
at the factors which affect it. The primary source of funding for the 
program is provided by "private capital" through private cofnnercial lenders 
who are primarily concerned with t'vo factors: (1) their cost of money; the 
servicing and/or administrative costs they incur; and (2) their net return 
from the program. 

The Administration's proposals fall to take these factors into consideration. 
Instead, they would require a student who has $500 worth of remaining 
need to borrow from the GSL program but would prohibit him from borrowing the 
$1,000 which he needs to replace the parent's expected contribution. Mis 
parents would have to take out a parent loan to make up the $1,000 of 
parental contribution. From the lender's perspective this policy requires 
the making of two loans to meet the student's need rather than one, thus 
doubling the lender's cost for administering and servicing the note, while 
not providing him any reduction on his price of money or increasing his net 
return on the loan. Therefore, most lenders will have a negative yield on 
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the transaction and they In turn will simply stop participating in the 
program. The circumstance would be virtually the same even if one' relied 
upon a National Federal Loan Bank, since the cost of money to the federal 
government is virtually the same as to large money banks. Also, Che 
increased administrative costs of making and servicing two separate loans 
wouTd be more costly than the yield that private lenders are currently 
making. 

Rather than adopting a complicated remaining needs test, consideration 
should be given to the establishment of some kind of family income loan 
eligibility index belnw which a student would automatically be eligible 
to secure a loan under the same terms and-conditions that now exist. 
Families who do not meet this criteria could then be required to undergo 
a formal needs test and if they showed remaining need, this student also 
would be eligible for a subsidized loan. Development of such a family 
income loan eligibility inJex could be structured to acconmodate those 
families having nibre than one child in school. The adoption of such a 
proposal would be simple for parents and students to understand, would be 
easy to administer and would eliminate the criticism thajt the program is 
being abused by the rich. S. 1108 seems to Fuggest such an approach by 
imposing a $25,000 income ceiling. Heedless to say. this is preferable over 
the Administration's proposal to implement a full need analysis test; how- 
ever, we believe that a higher income celling is necessary. 

Issue H: Whether or not to eliminate the in-school interest suDsidy on 
student loans which is paid on behalf of the borrower by the government . 
(Note: This amount is currently 9% against the am ount o utstanding! f he 
subsidy is pa^d while the student \% In school and during the six-mont^r 
grace period. ) • ' ' ~~ ~~ 

The impact of this change will add' additional cosr.s to the student and 
•will require the lender to collect this amount frati the student. The lender 
could do this in one of three ways. 

^t\\o6 A, Accrue and compound the interest while the student is in school 
and add it to the stu''ent's total loan obligation at the time he/she begins 
repayment. 

^^hod B. Collect the money at the time the disbursement is made by either 
discounting the note or allowing the student to borrow additional money to 
cover the interest up front. 

Method C. Bill the student quarterly and collect the interest. 
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Of these three procedures. Method A would appear to De the most acceptable 
,to th^ lending com-.^nlty provided that lead time was given to help them 
develop soft-ware packages that could be used In administering the program 
and sa'nething could be done td address the absence of the Income that Is 
normally forthcoming during this time, ^fowever, to our knowledge currently, 
not a single lending agency has ^n automated system to handle such accruing 
and canpoundlng. Method B Is very^ difficult to handle for most students 
since their attendance patterns vary significantly, thus forcing the lender 
to make many adjustments and to calculate the amount of Interest for each 
student on eact\, loan made. Method C is administratively burdensome and 
costly for leqgers and is hard on students who frequently do not have the 
dollars to pay the interest while they are in school. 

It has also been suggested that Method C could be used, but to require 
the educational institution to collect the interest rather than the lending 
institution. Such a policy not only raises questions of the contractual 
legality of having a third party involved in the process, but Is adminis* 
tratively not cost effective. Institutions and lenders alike would object 
to such a process and the additional reporting and required paperwork 
would be incomprehensible, particularly when you realize there are approxi- 
mately 20,000 commercial lender^ In the GSL program, 7,500 institutions 
eligible to participate, and 49 State Agencies, 17 of which have direct lending 
programs. It should also be noted that previously under this program when 
lenders wer^ allowed to make unsubsidized loans and collect the interest 
from the student, less than S% of the total loans lent were unsubsidized. 

Another problem with eliminating the In-school interest subsidy is that 
the accrued interest would be addeJ to the outstanding lo^n obligation, 
thus increasing the amount of special allowance that would have* to be paid 
by the Federal government. Our association would question a policy change 
which significantly loads additional debt uporu students while simultaneously 
Increasing the government's expenditures for the special allowance. The 
decision to have the student pay the In.-school interest subsidy has been 
described by the Administration as encouraging students to borrow rather 
than to work and/o- save, to borrow In excess of need, and to stay in 
school longer than they' otherwise might. We would challenge the Adminis- 
tration to provide data to support such conclusions. We would further 
suggest that all of us would be better served if we looked at the impact of 



s 





115 

o 

placing tht in-school interest subsidy on top of the loan burden students 
are already incurring. A study of data at the Wharton School on the 
financing patterns of young borrowers which is being conducted by Kurt 
Kendis shows: (1) Despite general increases in salaries, starting salaries 
have not kept pace in many fields; thus the available income for student 
roan repaym^ht in early years has very little room, if any, for a sharply. 
Increased obligation; (2) College graduates are still marrying at the 
more or less traditional rates so that single loan aggregates become 
dual loa.n aggregates. Furtther, divorce ratfs are more frequent, thus 
only exacerbating future repayment problems. Mr. Kendis points out j 
that for a large portion of the current borrowers, if they are required to 
also pay the accrued interest, they will be more likely^ to skip a payment 
or two and end up jn default. He would therefore strongly urge the 
Congress not eliminate the in-school interest subsidy on student loans. 

Issue HI; ifhether or n ot to eliminate the Federal special al lowance 
?o^" ea?s^^^ °" ^^ ''^"^ ^"^ repayment per^oTilp 

The impact of this change would force lenders to increase the interest 
charged on parent loans to an amount comparable to the" costs of a 91-day 
Treasury. -Bill rate plus 3.55. (C'irrently, this is about 19X.) lenders 
may be hesitant to lend to parents on long term obligations at this rate 
Without having some assurance of an adjustment to reflect their fluctuating 
money costs. Likewise, parents may be unable or unwilling to use the 
program because of their other credit obligations and the higher interest 
rates. Longer repayments ma> make the burdens easier on parents, but 
again, increase the likelihood of more claims being filed due to death 
and disability. Lenders on the other hand are more reluctant to lend with 
such terms unless they receive a higher yield. 

A better way to address this problem would be to increase the interest 
rate^aTd by parents. S. iVoS accomplishes this objective by increasing 
the interest rate from the current 92 level up to U% and still having the 
government pay a special allowance, if needed, above this level. S. 1108 
would need some additional language, however, to clarify the special allowance 
to be paid on Parent Loans and to address the issue of what happens to the 
interest rate if the Treasury Bill rate falls below 14%. 
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One other Point that needs to be addressed with regard to the Parent Loan 
Prograin fs the fact that for all practical purposes this is a nbn-existent 
program. As this coorrittee knows, the Parent Loan Program wa$ authorized 
less than seven months ago in the passage of the Education Amendments of* 1980 
and States are just now beginning to consider whether or not to implement such • 
a progrvm. A recent study by the Department of Education on the progress 
of States in implementing.this program showed that 34 States «nd territories 
were awaiting a determination from their State Attorney General to see- 
whether existing «^tatutes would enable them to guarantee parent loans or 
had alreiSy determined tfiat state legislation would b& required. In addition, 
17 of these states indicated that they would not have an operational pro- 
gram at any time in the coming academic year. While we believe that in the' 
next year or two the Parent Loan Program can be used to help supplehient the 
GSL Program, ft is currently unrealistic to expect this program to be widely 
available in the next twelve months. 

Given all of the aforementioned factors, S.1108 is a much more preferable 
alternative in the short-run, tnan is S.1109. Still, S.1108 necessitate*; a 
July K 1981 implementation date which is totally unrealistic and adminis- 
tratively impossible to ensure. We believe that a minimum of three months 
will be required after the enactment of any law in order to produce regula- 
tions, modify forms, change administrative procedures and notify all parties 
of the legislative modifications. Failure to provide such lead time will 
only create unnecessary confusion and a probable shutdown of the entire 
progran, thereby forcing some stuoents to eitner uwke ...ajor ch.ur.9a0 in or 
abandon their postsecondary educational goals. 

Let us now turn our attention to the Pell Grant Program. 
Pell Grant Program 

The Senate Budget Resolution limits the Pell Grant Program to $2,466 billion 
in FY -82 and necessitates $711 million in savii.gs over the 1980-81 academic 
year. Along with the rest of the higher education conrxjnity, we nave already 
been forced to accept major program reductions in the Pell Grant Program 
for this coming year. The Administration's bill S.1109 would further reduce 
the program in FY82 and would call for: adopting a self-help contribution; 
eliminating a deduction for state and local taxes in the determination of 
effective family income; and giving the Secretary control over all personal 
and living expenses in the student's cost of attendance budget. 
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We object to these changes since they generally would be the most detri- 
Mntal to the Jov(est inconte students. A review of the followine( issues 
(Will hOKfully clarify our concerns. 

Issue Jr Whether or not to impost 'a seU»help expectation in the 
Pell Grant Program for^FY-Slr 0 

The Administrar on^s bill would change *the Pell Grant Program for ,1982^83, • 
to 1«pose a Se^'^'help^xpectation $750 for each student. Secretary Bell 
stated in his testimAy before the House Postsecondary Education SubcciW)ittee 
on March U, 1981, /je .self-ffelp proposal is designed to ensure that 
no student, rich or ^or,' dependeijit or 'independent, attending a low-cost 
or high-cost institution, receiving Federal need-basedfinancial aid, 
will i5scape noninal financial responsibility for a reasonable amount of 
his/her educational costs.** Again, we support the concept, but would 
question whether or not the imposition of such, a requirement will achieve 
the goal. 

Since Us inception the Pell Grant Program has contained a clause which 
has limited the a-nount of the graxit to 50 percent of the cost-of^tendance 
at the institution at which the student is in attendance, up to theWxi- 
ffium amount of the award. ♦ (Currently this niaximum is $1750 for 1980-81). 
This'provision in the Pell Grant Progr^ffl^^ssumes that \he student and/or' 
the family will have no cotao up with the^alance from 'their family contri- 
bution or from other sources of aid, intfiuding work and loan assistance.-. 
The Education Amendments of 1980^ 'which were approved last year authorize 
a future policy goal of having Pell Grants meet in 1985-86, up to 70 percent 
of a student's cost-of-attendance not in excess of $3700, which in combina- 
tion with reasonable parental or independent student contribution and 
suppleinented with'SEOG and SSIG funds will meet 75 percet/of a student's 
cost-of-attendance. /Vgain, leaving 25 percent of ^he totbl costs, or more 
In a private institution, to be made up from self-help jources. Therefore, 
we^feel that a reasonable self-help expectation is already factored into 
the student's aid- package. , 

However, leaving this agreement aside, let us comment Of\ the Administration's 
proposal. First of all, the implementation of the $750 self-help require- 
ment only partially addresses the Secretary's objective, since not everyone 
will be affected equally. The structure of the Pell Grant\p>ogram* does not 
easily lend it'self to effectively implementing a self-help re^jlrement. Under 



the >ell Grant Program with a $750 self-help requirement the student's 
fc:^r . ^^''^ ^'^"^^ ^ limited by. the lesser of one of the following three tests: 
'^iiy {^) The half-cost of attendance factor; 

(2) The maximum grant minus the family contribution (E.I.); or 
{3J the cost of attendance minus self-help ($750) minus the 
family contribution (E.I. ). 
^Cr' Students whose awards are limited by test (]), the half-cost factor, or by 
test (2), $1750 maximum award minus the Eligibility Index, will not have 
^ their Pell Grants reduced. However, students whose awards are limited by 
test (3), cost of attendance minus $750 minus the Eligibility Index, will 
have reduced awards. 

Program staff within the Department of Education have stated that "there 
will be Instances where students with different eligibility indices attend- 
ing the s^me cost institutions, will receive the same award. This 'is 
because the award level is determined by the half-cost test. There will 
-dlso be instances ^here students with the same Eligibility Index attend- 
ing different cost institutions will receive the same award. This is 
/'because their award is determined Sy their entitlement ($1750 - E.I.)." 
Needless to say, such a change would therefore create inequity among 
ist"udents. 

Members of Congress should also be aware that such a seTf-hefp requi re- 
meat will only basically impact 'jchools that have a Pell Grant cost of 
attendance of less than $2500. This includes approximately 600 InstiV*- 
tions, the largest numbers of which are located In the states of Texas, 
California, Arkansas, Oklahoma, Minnesota, Ohio, Illinois%nd Missouri 
and approximately 310,000 students. 

We have noted that the impact affects these schools that have a Pell 
Grant cost oV attendance of less than $2500 ancKperhaps this should be 
explained. Secretary Bell noted that there are very few schools with 
«uch low costs in his testimony. That is certainly true if you go by 
the published costs in theircollege catalogues. However, in the Pell 
• Grant Program these are not the "costs" that are allowed for detennining 
a student''s award/ The current Ast of attendance regulations for Pell 
Grants restricts costs foV books,' supplies, transportation and miscella- 
\eou^ and personal expenses^ to $400. oer /ear for all students regardless 
Qf\where they are going to school^ or t.ieir academic program of stud/.' By 
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^ ^cooparlson^ these costs average between $550 to-$1400 per year at oost 
schools. (See the following chart taken froo the College Cost Book - 
* 1980-8 1 . published by the College Entrance ExawinatiOR Board of average 
stodenl -xpense budgets by institutional type and control.) 
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In addition, the Pell Grant cost of attendance reoulations restrict roon 
and boarJ allowances to $1100 per year for any student who is not residing 
in institutionally owned or operated housing, thus, disc^ininating against 
these students who are forced to live off-campus or in the cocirjunity. Fur- 
ther allowances for expenses reasonably incurred for child care and cost 
related to a handicap are -^ot considered in the current Pell Grant cost of 
attendances Therefore, all students* "true costs of attendance" are 
autojnatically underestimated between $g00 to ^2500 in the Pell Grant budget. 
The Education Amendments of igSO changed these inequities; however, the 
^dninistration withdrew the revised cost of attendance regulations which 
were published January 21, 1981 in the F ederal Register and will shortly 
resubmit a more restrictive and artificial set of regulations to establish 
such costs. 

Given such a disparity between the real costs that parents and students 
must pay versus these allowable costs defined in regulations, is it any 
wonder -that parents, students and institutional personnel question the 
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"realism" of the systen? 

For these reasons NASFAA is opposed to the incluston of the $750 self- 
hdlp coicponent in the formula for Pell Grants. 

In "addition to this policy issue, there are also several Administrative 
factors which should be considered. A change, such as the Inclusion of 
toe $750 self-help provision, will require the institutional aid adnin- 
istrators to sake tnore than one award calculation to determine which test 
results in the smaller award. Chances of miscalculating awards are there- 
fore increased and modifications to institutional processing systems would 
have to be made. Schools will also be forced to carefully review each 
case to determine whether a waiver is required to forego the self-help 
expectation for their most needy students. Such additional steps re- 
quire more tine and money to be expended by schools in a time when adnin- 
istrative reimbursement allowances are being proposed for elimination and 
when the White House has promised to reduce regulatory burdens. Addition- 
al costs will also have to be borne by the Department of Education to 
modify their prime processing system as well as their subsystems which 
calculate awards for alternate disbursement system schools and the PIMS 
system vihich edits award data provided to them by schools. 

tNASFAA endorses a self-help philosophy^ but it should not be imposed,^ 
in this manner. Further, t*:e current systen certainly has a self-help 
feature based upon the program's design and artificially low cost of 
attendance standards. Likewise, the Uniform Methodology which schools 
use to award caspus-based funds includes such a feature. To allow 
National Direct^tudent Loan and Work-study funds to be used to rake up 
the self-help component as suggested by Secretary Bell, in his House 
testimony, is fine except that it changes fhe concept of using the Pell 
Grant Prgfram as ihe "foundation" to the aid package and hurts those 
students in schools who do not participate in the^NOSL and Work-study 
programs. 

» 

Issue I I. The App ^- r iateness or Inappropriatenes< of Using the Weighted 
Average Thresholds of Low- Income Level for Pell Grants . 

Another issue to be considered is whether or not it is appropriate to use 
the "Weighted Average Thresholds of Low-Income Level" developed by the 
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Social Security Adnlnlstration to determine the family size offsets for 
Pell Grants? This may seem like an unusual question when we are debating 
how to reduce program expenditures, but It Is one that is worthy of dis- 
cussion particularly when the Administration has proposed increasing the 
taxation rate in the^Pell Grant Program to 20X in from the current 

'level of lO.bX and the proposed level In the Education Amendments of 1980 
for FY-82 is 14S. 

Secretary Sell in his Karch 11, 1981 testimony cited the reduction In 
the taxation rate to 10.55, vhich occurred In the passage of the Middle 
Income Student Assistance Act of 1978, from the earlier rate which taxed 
20X of the family's first $5000 of discretionary income and 305 of the - 
remainder. Granted this change helped to provide a miniTOm grant of 
$200 CO the family of four with one child In school who had an adjusted 
gross Income of $25,000 compared to the earlier cut-off for a similar 
family who was making $17,000. Still the purpose of this move was not 
only to provide hard working parents with a more timely benefit than 
the proposed $200 tuition tax credit, but also to recognize the unreal- 
istic family size offsets which were being used In the P°ll Grant Program. 
Secretary Bell's testimony noted that the June, 1980 Department of Agrl- 
cultuce estlciates of the cost of maintaining a 17 year old at home were 
$2,411, $3,347 and $4,6gi on -econocy", "low" and -moderate" budgets 
respectively. In spite of this awareness, the Secretary went on to 
criticize the Education ASJencfenents of 1980 for setting a minimum living 
allowance of $1,100 for a college student living at home for purposes of 
receiving Federal student aid. Unfortunately, what should have been 
reviewed in that Hearing were the unrealistic figures that are Included 
in the family size offsets for the Pell Grant Program. 

The January 19, 1981 Federal Register included the following family 
size offsets for the computation of the expected family contribution for 
a dependent student from the effective family income. However, the 
Administration objected to these offsets and reissued lower amounts for 
FY-81 In the March 13 issue of the Federal Register whicn are now being 
used to determine student awards. The following chart shows these 
differences. 
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FAHILY SIZE OFFSET COHPARISON FOR DEPEHDENT STUDENTS 
HuBter of F awlly Members Proposed FY>81 A«x)unts Administration's 



It should be noted that even the poverty program uses a figure of $12,000 
for a family of four. By comparison, the Bureau of Labor Statistics of 
the United States Departwnt o^ Labor showed that in the autumn of 1979 
the United States average c«t of the lower budget for an urban family 
of four was $12,585 per year wMle the intermediate and higher levels were 
$20,517 and $30,317 respectively. The Bureau of Labor Statistics' budgets 
represent the costs of three hypothetical lists of goods and services that 
were specified in the mid 1960s to portray three relative standards of 
living. These budgets are for an urban family of four consisting of a 
38 year old husband employed full-time, a non-working wife, a boy 13 
and a girl of 8. If in fact the BLS budgets were adjusted to exclude the 
nine months that the student would be enrolled in the postsecondary ed- 
ucation, you would still have in their low standard budget an amount that 
is more than $1,500 above the Administration's proposal. Considering 
that the majority of parents who have children enrolled in postsecondary 
education P0*re closely approximate the BLS intermediate budget level, 
the disparity is increased by four fold. To ignore the real costs that 
parents face in today's society by using Inappropriate standards upon 
which the family size offsets are based and at the same time proposing 
to increase the taxation rate on discretionary income is to impose a 
rationing device that is virtually insensitive to the family's true 
condition. It would be far easier to incorporate realistic family 
size offsets that American families can believe in and then impose a 
series of graduated tax rates which will help to target the benefits 
to the program's intended population than to continue the "mythology" 
that is used in the current economic rationale to uc'vcnnine eligibility 
for the program. 
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8,650 
10,200 
11,550 
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15,550 
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7,700 
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12.550 
13,750 
14,850 
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The Administration has also proposed to exclude from discretionary in- 
come the new offset for state and local income taxes which was adopted 

"tn the Education AiUendrrents of 1980 while presumably agreeing to not 
include any consideration if a family has home equity. Whilejt is 
true that inflation has had the effect of artificially inflating the 

- home equity of many families, a decision to ignore that asset and in- 
clude taxes people must pay not only violates economic theory of deter- 
mining ability to pay, but discriminates against non-home owners which 
constitute approximately one-third of America's families. 

Issue III: Whether o r not to Phase out Student Social Security Bene- 
ficiary Program. 

As members of the Senate, you will also be asked to consider the Admin- 
istration *s proposal to phase out the Social Security Student Bene- 
ficiary Program beginning in FY-81. This proposal, they feel, is 
justified in part because of their contention that needy students will 
be served by the Pell Grant Program. To understand this issue let me 
share with you some data on this program which was recently compiled ' 
by the American Association of State Colleges and Universities. Their 
data shows that in the month of June 1980, a total of 760,000 students 
ages 18-21 received $169,803,000 under thi5 program. Approximately 202 
of these students were in high school; the remaining SOX were enrolled 
in postsecondary educational institutions. Of those enrolled in post- 
secondary education, 7% attended technical and vocational schools, 182 
two-year colleges, 54i four-year and public colleges and universities 
and 29% private colleges and universities. Eighty percent of the students 
were from families where one or both parents were deceased or'disabled and 
in most cases the mother was the head of the household. The remaining 20X 
were children of retired workers. A recent GAO study showed that 84X 
of the families had incomes under $20,000, 71X under $15,000, S3% under 
$8,000 and 293; under $6,000. Twenty percent of these students are black 
compared with approximately IIX blacks in the college population. Data 
for Hispanic students is not available but is probably also disproportion- 
ately represented. Forty-eight percent of the students come from bl-je- 
collar families compared to 20% of the general college population. Thirty- 
five percent come from fa.-nilies in which the father had not completed 
high school compared to 2QX of the general college population. 
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A study done by the Social Security Administration Indicated that these 
students, like those who attended college on the G.K 0i11» are especially 
highly tnotiva ted » more likely than other students to complete their pro- 
grams and usually work and obtain a student loan to help pay for their 
educational costs. Given these facts, a reduction In such benefits will 
certainly Impact negatively upon the college attendance patterns of 
these students. . 

A reduction in the Social Security Educational Benefits will Increase 
the demand on Pell Grants and other student aid programs. Given the 
Administration's proposed reductions In the Guaranteed Student Loan, ^ 
Pell Grant and National Direct Student Loan Programs, irony of these 
students will find that there Is simply not enough money available to 
fuily meet their needs. The Administration has criticized the orogram 
because it is not need-based and because there is some overlap of Pell 
Grant and Social Security benefits. With 84S of students coming from 
family incomes under $20,000 and 71% from families with Incomes under 
$15,000, It is close to being a need-based program. It Is true that 
under current law. In families with Incomes below $25,000 only about 
14% of the benefits are counted against Pell Grant awards. This Is 
because the benefit is included as family income rather than as a stu* 
dent resource. Our Association would therefore propose that Student 
Social Security Educational benefits be counted as direct student aid 
In both Pell Grant and Guaranteed Loan Programs as Is being proposed in 
S.1108. However, there Is an error in the manner In which this amend- 
ment has been drafted in S.1108 which would include such benefits In 
family income as well as student aid. This Is obviously an oversight 
which can be changed by Committee staff. 
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The following recorriDendatlons will help to "refocus" the student aid pro- 
grams as the President has requested, ensure that all students and families 
are treated more equitably In the determination of awards and will direct 
the program benefits to those citizens who have the greatest financial need. 
In addition, the legislative implementation of these changes can be done 
expeditiously and in a manner which will ensure that adequate Congressional 
oversight is maintained while still providing for an orderly modification 
to the total student aid delivery cycle which will adequately serve students, 
institutions and agencies in a timely and efficient manner. 

PEll GRANT RECOMMENDATIONS FOR FY-82 

1. Adjust the family size offsets using the same criteria that has pre- 
viously been used, but modify the Annual C.P.I, percentage Increase 
py factoring in the housing component as the average shelter costs 
rather than the homeowner's costs . This adjustment will ensure 
families that their incomes are being protected in "real" terms, 

but will produce a more gradual annual adjustment since housing 
costs will not be overstated due to currently high mortgage rates. 

2. Establish a $1900 maximum award for the 1982-83 academic year ^ The 
maximum award has not been Increased for the past three years, and 
consequently, each year over 200,000 students are dropped from 
eligibility. This trend must be reversed if we are to protect 
students who are enrolled at Institutions where their Pell Grant 
cost of attendance is greater than $3500 per year. A maximum 
award of $1900 is still well below what the award should be in 
real terms if we had adjusted the amount annually to protect 

the grant's purchasing power since 1979. 

3. Include all student Social Security and VA benefits as a student 
aid resource in the Pell Grant award calculation . This adjust- 
ment will reduce annual program costs and will eliminate the 
possibility of not counting all educational resources that a 
student may have to assist him in meeting his educational costs. 
It will also avoid iuplication of Federal benefits. 

4. Adopt graduated taxa Jon rates for determin i ng awards rather than 
the single flat rates_wh1ch have been proposed . Modifying the 
statutes to allow the Secretary, in cooperation with the community. 
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to submit a graduated series of assessment rates annually for 
Congressional review through the FamHy Contribution Schedules 
will ensure that j)rogram costs can be met while still providing 
a smooth progressive contribution schedule for all families 
which directs the largest benefits to those least able to pay 
for educational costs. 

5- Adopt taxation rates for independent students which are highe r 
than those used for dependent students . Need assessment pro- 
cedures have always expected independent students to contribute 
more financially toward their educational expenses than toward 
the educational expenses of their children since they are the 
prime benefactors. In the past the Administration's proposals 
have expcctea more. than three times as much from such students 
than from parents. Such a great disparity in expectations fyiye. 
caused hardships on independent students; however, we believe that 
some difference is reasonable and would suggest that the Secretary 
be given authority to establish a different schedule of assessmerrt 
rates for independent students which would be reviewed annually. 

6. Amend the law to eliminate tlie double counting which would occur 
if the cost of attendance standards and the family size offsets 
are used as described in the Educational Amendments of 1980 . This 
provision refers to a technical oversight in the Education Amend- 
ments of 1980 which should be modified. 

7. Establish a limit on the amount of home equity that is protected 
in the need analysis formulat or revise the wav such equity is 
determined by coll ecting the purchase price of the family's home, 

. the year purchased and then adjust for a reasonable rate of in- 
^^ation . Similarly, some adjustment should also be made in the 
farm/business allowance to protect these families . We would 
suggest that all families, receive a general a^set protection 
allowance of $25,000 and that families who have a home be given 
an additional protection up to a $40,000 maximwn. If farm/ 
business assets are involved, the allowance should be increased 
to $75,000. 
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8, Use the cost of attendance standards ;^rfopted in the Educat K^n AmpnH. 
ments of 1980. Institutions should be able to determine reasonatrle 
costs for room and board charges and books, supplies, transportation, 
personal and miscellaneous expenses. Since cost of attendance in- 
creases have not changed in the Pell Grant Program since its incep- 
tion neaAly a decade ago. at a very minimum the books and supplies 
componentUhould be increased to at least $600 and the living 
allowance >or students not residing at home should be equal to 
those allovAnces that schools provide to students living in institu- 
tionally owribd or operated housing. 

^^^"'^"ate thl provision fn the cost of attendance standards which 
provides fof allnwancp nf Pi^ponc gs associated with a handicap . 
While we recognize that many handicapped students incur additional 
costs associated with their disability, we believe that student 
aid funds should be used to cover npnnal educational expenses and 
that Vocational Rehabilitation funding or other similar programs 
should provide the additional dollars, if needed, to cover the 
other costs that might be incurred. 
GUARANTEED STUDENT LOAN RECOMMENDATIONS 

^- Impose i Family Income Lo an Eligibility Indpx . Implementation of a 
Family Income Loan Eligibility Index would restrict eligibility for 
GSL interest subsidy basecJ upon the student's family's ability to pay 
for postseconjary educational costs. Such an index could vary based 
upon the number of family members enrolled in postsecondary educa- 
tion on a half-time basis or more. The system could also allow a 
family above the index to undergo a formal needs test, and if such 
a test indicated that the student had remaining "need", then the 
student would be eligible for a subsidized loan. This approach 
would eliminate the need for a large number of GSL recipients from 
moderate income families from having to undergo a complicated needs 
test; help to prevent delays in processing GSL applications; elin- 
• inate unnecessary borrowing by high-income families; and restrict 
program costs and annual loan volume to a more realistic level. 
Such an approach is also easy for parents and students to under- 
stand and would be more acceptable to commerical lenders rhan the 
imposition of a needs test on all borrowers. Data collection 
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requirements would also be minimal. 

The level of Income that Is used in the Loan Eligibility Index will 
determine how much money can be saved and the size of the potential 
pool of borrowers. For example. If a straight ''25,000 celling was 
adopted, as was used In 19^8, the potential pool of borrowers would 
be reduced by SOX. If a $25,000 celling was adopted with borrowing 
allowed above that level for students with remaining need, the loan 
.volume would be reduced by 35X over current figures, Cn the other 
hand. If a $35,000 celling was adopted with borrowing allowed abovo 
tha^ level for students with remaining need, volume would be reduced 
by 26X In FY-82 over FY-81 . 

Given the critical financial support that Is provided to families by 
the Guaranteed Loan Program and In the absence of an operative, widely 
available parent loarf program, we feel that any measure which reduces 
loan volume by more than 20X will have very negative effects upon 
enrollment patterns and students' selection of institutions, 

2. Count Student Social Security and Veterans Benefits as Student Aid 
for Deteimlninq GSL Eligibility . Currently student Social Security 
and Veterans Benefits are treated as family income In determining 

GSL eligibility rather than as student aid. If these benefits, which 
are given to students to attend postsecondary educational Institutions, 
were counted as student aid, many students would have their loan 
eligibility reduced. 

As In S.llOB, we would require the Institution to Include VA and/or 
Social Security Benefits on all GSL applications as other student aid. 

3 . Eliminate the S1x«Month Grace Period Following Deferment Periods . The 
Education Amendments of 1980 added a new six-month grace period follow- 
ing d^crment periods. In the past, students have always begun repay-- 
ment immediately following deferment periods. We do not believe that 
this additional grace period Is necessary and for those few cases In 
which students experience a hardship, the lender can exercise fore- 
bearance. 

4. Eliminate the Higher Loan Limits for Independent Students . The Educa- 
tion Amendments of 1980 Included a provision which allows Independent 
students to borrow $500' more per year under the maximum GSL amount than 
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dependent students. This distinction was made in an effort to fJrovide 
independent students with additional credit since they would not be 
eligible to participate in the Parent Loan Program. While such a goal 
may be admirable, during a time of constriction, we would suggest that 
this provision be eliminated. Elimination of this separate distinction 
will reduce the amount of data to be collected to determine the student's 
status; relieve administrative burdens on lenders and institutions in 
trying to monitor changes in a student's status; and It also constrains 
growth in GSL volume and subsidies. 

Modify the Terms of the Parent Loan Program . The Parent Loan Program 
was enacted in the Education Amendments of 1980 primarily as a means 
of enabling parents to help pay for part of the educational costs of 
their children, thereby keeping a student's loan -burden to a minimum. 
We support this concept, particularly for those^tudents who are enrolled 
in higher cost institutions. We would support increasing the interest 
rate in the Parent Loan Program to 12X or 145 and have the government 
pay a special allowance on the difference to cover the cost of money. 
Provide Incentives for Students to Repay Their Outstanding Loan Prin- 
cipal Through Early Repaymgnt^ Under the current structure of the 
GSL Program, there is no incentive for the student to repay^hls loan 
more quickly. Long-term program costs could be reduced if borrowers 
took less time to repay their loans. One'^ay to encourage' borrowers to 
repay loans is to discount the amount of loan principal for early 
repayments. Students who obtain a higher paying job might be willing 
to repay more quickly if they had an added incentive. Likewise; 
parents and the student's employers might also be encouraged to help 
the student repay the loan more quickly if there was an incentive. 
The amount of the discount would have to be studied carefully to 
ensure real savings to the government and still provide some benefit 
to the student. K neth Reeher. Executive Director of the Pennsyl- 
vania Higher Education Assistance Agency, has suggested three alter- 
natives which might be workable. His suggestions include: (l)Ois- 
counting the loan by 30X of the principal for full repayment upon or 
within 30 days of graduation or withdrawal from school; (2)0is- 
counting the loan by 20S of the principal for full repayment at the 
end of the grace period; and (3)0iscounting the loan by IBt of the 
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remaining principal for fuK repayment by the end of one year in repay- 
ment status. He would endorse this concept and would urge Congress to 
explore it carefully. 

While oth^r changes have J}een proposed, we feel that most of these will 
ne'' lively impact the available supply of loan capital or wMl be imposs- 
1 to implement in time , to achieve savings next year. 

One remaining suggestion which we have that could achieve the FY-82 savings 
without altering the program significantly would be to (assess every borrow- 
er what might be called a Federal loan Interest Provision or a Federal Loan 
ftriginatiOD Provision of lOX of the value of their loan which would in turn 
go directly to the Federal Government to help defer the program costs. In ^ 
other words, if a student borrowed $500 then $50 would ga to the government 
where on a $2500 loan, a $250 fee wouVd be paid. He realize t^at this 
approach yould add to the student's total debt; however, it is not nearly as 
onerous as removing the total in-schooj interest benefits or having the 
student repay the in-schoo1 interest benefits through accruing and com- 
pounding. 

The additional cost to a student would be about one*fourth as much as If you 
eliminated the in-school interest subsidy and made the student pay it. Such 
a fee might aho discourage some students who really don't need the full 
amount allowable froi^ borrowing it. 

This provision might be used in the short run to^help save Federal outlays 
while interest rates are high, ^nd could be removed later when interest 
rates subside. Such an approach would also not require the basic GSl 
Pr'bgram structure to be modified and would therefore not disrupt a major 
credit system that, is dependent upo'i private capital. 

CONCIUSIOH 

Having discussed most of the issues that you must face, let us conclude 
our testimony by again stating as we did In the beglnnino that in general, 
WG support the goals that the Administration haT outlined. We have sugr 
gested, however, several other methods which can be used to achieve sim- 
ilar ends. 

The recommendations that we have made are based upon our ejitensive exper- 
ience in administering these programs and working on a dally, face-to-face 
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hasis with parents and students. They also represeilt a* general consensus 
which is supported by all sectors of portsecondary edud^tion and partners 
involved in the delivery of student aici funds. This is not to say that 
there iri not other idea? or methods which could be adopted. However, 
these r^toomendations are reasonable, cost-effective, understandable 
«nd will help to ensure that our nation's needy students win htfve the 
money they need to obtain their education. 

We urge each of you, and your colleagues,* tp give serious consideration 
to these reconmendations and we hope you will take these needs into ^ 
consideration when you make^finalHegislative changes to accorwodate the 
budget. The financial investment you make in these programs^ will be an 
investment into, this Country's future, and an investment into the future 
lives of millions of Americans. To clearly help illustrate this point 
and to show that parents are also concerned, we have included a letter on 
the next page which we received last week from a mother inqijlring as to 
the future funding that will be available for the Uud.ent aid programs. 
It is but one of-many that are beginning to show up at schools across 
• the country. 

Your actions will provide the answer to this wther^ concern. 
( 
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'i MAY 8 • . / 

jlkiSLgTirE 



^cliard !tobau(;h, rrocraa Director 

cf Stui^nt 7inar.cial,A5oistance ' 
^ l3i5 :i street -'^ Juit^i 550 * 

I Uo?o :rdu//iU. bcr^ibl^'to ar.cvcr coac que ot ions for ao or forward this letter 
to ffoasona thtt cna heln, I b^caae very disturbed vli^n I heard that the * 
Cwrar.tecd Student loas vas to be cUt by the Hiagan Budge b, I did writs letters 
'to ay S<Ti^tor& nnd Ccngrctcaon. I wr!: in ^ (-uicnnce office so I have access to * 
lOl the aat^rialr on financial aid» 7 Itav?^ called the Financial Aid Office in 
Tcnneccee arji iflso written to«the Firjincial Aid Office at Abilene Christia;r University 
is ?oxaa, Where tvo children ari in ccllo^o. IIo one secais to know -what the effect 
Of ilt« rieosxr^ju-ig^t vill be on thia lean. !Iy children use this loan and stiU 
, pay. about S'^jJOO ^oi-* n ysar for college e^-penses. -'e do- have an incoae or over 
^^0,000 a yijar, but it would be very difficult to .ly all thjir college e«eas*s in 
oaa year and atill li'/e. Jo iuive every intention of paying the loan for thca and 
are oakir.5 nla^a to do zo \ii^n it becoaec qu^j after they arc out of ccho»l. Tboy 
^ hava alrwd^r aprlicd for the loan for the l^Sl-Sa school year. It is difficult to 
plau our fisar.coa sir.?:e -ao do not know if, it will be available. I doubt ve can 
send both of th*a if t'^c lean is not availablo to M9» Jq are no.* saving all vc can 
and tryir^ to jct our ''ir.incial situation to *fh9rc we will be abl« to .ray for x)ne of 
ti:c3 ar^ to jlolp the ot::er ono soac. Here are soae of ayr questions: 

. & 
1. Since all thfs oaterlnls have been cent out o;i Financial Aid for 1931-52 school 
y W, '/ill it be c>.anj»ed for this school ye)tr if the budget caicos. I aa speaking 
?!!ri « ^?liletn and the booklet 'Vive Federal Financial Aid Prosraas*- 



i\ny of our students at =7 aohool already have thic book and 
isisg the Financial nid ■Prosraas listed ir. the booklet. 



are t?laf.r.las oh us; 

2. If we cannot get the Guaranteed otudcnt Loan for thea, will the new lean for 
parents still bo available? Can you sake saall payaents^ on that loiit since 
yo^ will hAw<i to stajrt paying it ^yick while they are still in college. * 

.'1 . 

Any inforaation you c%n cive so will certiir.ly be appreciated. If mo Mrild use this 
loan for one aoco year, I beleivo we v/ill be a<lc hy planning and iflSBtyonir stay^ 
healthy to tnkc it for the other two yearn. Heedless to nay, this iSvox^y upsetting 
to us cinco it 90W to hurt the aiddle Incoae faaily that wants to worU and pay their 
v«y. I know ve\fill aake it, but it ic cure goijjg to be difficult if it is not 
availabe for thic year vith no tiae to plan nnd budget, rnank you for \ny answers yo* 
CAp. give. . 

3y the wy. our income coacs fron ay hurbsnd "working 3 Jobj - a firwn, a security 
aanagcr for a djj»part3«:nt store anf» nn auotione^r. I work ou.'-.id'i tho hooo and both " 
chUdran have suwer Jobs, :9y son alao workn during the school year, rfc arr trying to 
Clr« our children an education in a good Ohrintian ^jchool whare they are happy and we 
^opc oectxso productiv?> citizens. It rooiin w arc bei:ig porjilisod for working hard. 
Cincorely. , . ' ^ 
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SUK^RTIJX, AND COMPWWTIVE DATA 

TABLE I COiBparlson of Family size Offsets That Are Used In The Uniform 

Methodology For 1981-82 With ikpse Proposed^ By The Administration 
^ ^ For Use With the Pelj^Grant Program 

^ TABLE II Sumary Of Annual Budgets For A Foar-Person Family At Three Levels 
4 Of Living', Urban United States,^ Autvm 1979 

TABLE Jir Indexes Of Conparatlve Costs Based On A Lowtr Budget For A Four- 
Person Family 

TABLE IV Effects of Eliminating The GSL "In-School" Ijvterest Subsidy And 
Allowing The Interest To Accrue And a»pound ^ 

TABLE V Guaranteed Student Loan Program Information On Program Participants 

TABLE VI guaranteed Student Loan Program Interest Subsidy mnd Special 
Allowance 

TABLE VII Growth In Interest And 'Special Allowance Ctosts In The GSL Program 
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TABLE I 



COaparlson of Faail y size Offsets that are used In the Unlfom Methodology 
for 1981»82 with those Proposea py the Adal'hlstratlon for use vlth th e 
PelX Grant Prograa ' 



- — Urtm f n t g tratloa * g 

Family size Unifora Methodology Proposal for 

(Including the applicant) Allowance Pell Grants Diffe rence 

' » 

^2 " $ 7,050 $ 5,000 -$2,050 

^ 8.790 6,050 -2,740 

'* 10,850 7,700 -3,150 

* 12,800 9,050 -3,7>0 

^ 14,970 10,250 -4,720 

' 16,660 11,350 -5,310 

® 18,350 12,550 -5,800 
f 

^ 20,040 • 13,750 -6,290 



10 



14,850 w -6,880 
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^ TABZ£ ZZ 

Suanary of Annual Budget, for a four-peraon fanliy ,t ti^r^. Wv^i. 
llvxnq, UrbMi United States. Auttgn 1979 . ^— ^ 



Total budget 
Total faally ccnsua:ptlon> 
Food 



Housing ^ 

Transportation 

Clothing : 

Personal dare 

Medical care 

Other faadly consu^tlon 

Other IteKs 

Social security and 
disability 

j^er sonal Incooe taxe^t, 



Lower 


Budget Le^l 

Inter** 
aediate 


Higher 


$12,585 


$20,517 


$30,317 


10.234 


15.353 


21.069 


3.911 


5.044 


6.360 


2.409 


4.594 


6.971 


X.004 


1.851 


2.411 


866 


1.235 


1.804 


323 


433 


613 


1.171 


1.176 


1.227 


550 


1.021 


1.684 


539 


877 


1.478 


781 


1.256 > 


1.413 


JL,012 


.--3,031> . 


SriST- 



^tote: Because of rounding, snms of Individual lte«s aay not equal 

Source: Data provided by United States Dep rtocnt of Labor 
Bureau of Labor Statistics - Date: April 30. l9ro 
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91 
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91 



102 
91 

100 
91 
91 

100 
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99 
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9« 
99 
9( 
99 

105 
91 



100 

lot 

105 
111 

ita 
iai 

105 



rooo 
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102 
101 
107 
110 

102 
99 



10« 
10« 

102 
101 
100 
9t 

103 
107 

95 



95 
9i 
91 

♦7 
101 
91 



109 
101 
9< 



10« 
102 
107 
107 
102 
101 



105 
105 

99 
100 

99 

91 
103 
109 

91 



91 

92 
90 
91 

101 
92 



1J0 
91 

95 
101 

100 
U5 
100 



COST or MmtT coiwamoi 
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109 
191 
91 



115 
92 

100 
19 
92 
92 



tOI 
t< 
93 
90 
It 

101 

101 
91 

100 



07 
109 

93 

91 
lit 

tl 



92 
119 
111 
131 
133 
110 
lit 

301 



190 
"03 
19 



120 
90 

101 
19 
90 
90 



103 
85 
91 
92 
t( 
103 
103 
Vt 
99 



to 

101 

52 

17 

122 
73 



It 

126 
117 
131 
I3t 
IK 
133 



TiAisromTioi 



owicis 



CtOTIlIC 



100 
10* 



138 
107 
107 
113 
100 
99 



123 
92 

101 
97 
99 
96 
97 

105 
87 



93 
97 
95 
9« 
97 
17 



102 
110 
103 
111 
105 
107 
91 

I3t 



199 
100 
9« 



101 

122 
91 

73 
93 
103 



92 
115 
106 

96 
107 
112 
101 

95 
lOt 



108 
96 
92 

107 
91 
68 



1J7 
100 
102 
•'111 
tit 
108 
112 

lit 



msoiA 

CAIt 



120 ICA 
CAM i/ 



109 
102 
89 



101 
91 

10* 
91 

99 
83 



10? 

9« 
127 
105 
121 
111 
111 
193 

93 



10* 
97 
106 
113 
105 
tt 



90 
91 

101 
117 
tit 
116 
90 



100 
103 
6t 



92 
02 
103 
10 J 
19 
90 



107 
95 
100 
109 
97 
96 
tt 
89 
t« 



91 
102 
101 
118 

107 
87 



92 
137 
123 
118 
tlO 
107 

93 

101 
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109 
10* 
13 



111 
100 

tto 

10* 

98 
78 



111 
103 
107 
102 
102 
103 
110 
103 
85 



1/^2 
101 
101 

97 
113 

t) 



102 
91 
99 
101 
106 
11« 
13 

10J 



PIISOVAL 
lirOHK 
TAZtS . 



100 
103 
87 



100 
115 
1«0 
119 
99 



105 
101 

95 
116 

90 
110 
116 

9« 

93 



73 
131 

63 

70 
1«3 

66 



> 

C 

96 n 

'3 i 

85 S 

103 ^ 
101 u> 

131 ^ 

317 
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aUU l Ugj] UtM . Pfpm^ by tkm otticm o f Mnt^iS Sg t inriSSS" . 
3/ riacM vitiVptitUon'of a,roo to so^ooo. 

)/%l«nUr C0SU inol«d« avaragt contrtct r«nt pl«t tU cot of nanir^ 
4/ BOMovn^r cost* inclvd* inttrtst tnd prlnciptl MVMnts niu 

••19»tM AT tM fOllOvina propOrtiorK of ^aMiliaaz KMfrAM * ^vi 

Jii*!?*^!*^' tot oinwcs. 10 punnt for noAo.nitirStltliiott 

Z v,i^iiVo::i^T:,v:v.::. ^'^"^ ^«"- 

i^5l?Sir Jl^r!*i*^f cost, of Mtdictl insartnc* 

»tljht«d b? tk« folloving proportions; 30 p«rc«nt for faiiili«j oavina *„ii 
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TABLE IV 



Effecta o f EH»lnatlng the GSL "in-School" Interest Subsidy' and Allowing 
th» Interest to Accnia and Compound " 



The following three ejuunples -Illustrate the additional costs a student 
would f«ce if the 9% in-school interest subsidy, which is now paid by the 
90v«nw»nt, was eliiiinated and instead the Interest is allowed to accrue 
«nd compound annasity and subsequently added to a student ^s outstanding'^ 
loan obliguion. 



2xa*£le_J_ Student borrows $1000 for each of his four years 
as an undergraduate student. 

TOTAL AMOUNT BORROWED • $4,000.00 INTEREST RATE - 9% 

Assumes a 7 year 
Eciual installwent Administration's 
Payment Current Law _ Proposal Difference 

Total Amount to 

be repaid $5406.24 $6865.32 * +$1459.08 

Monthly Repay»ents $ 64.36 $ 81.73 ♦$ 10.13 

Exaaple II stu ent borrows $2500 for each of his four years 
as An undergraduate studf^nt. 

TOTAL AMOUNT BORROWED • $10*000 IirTEREST RATE 9% 

Assumes a 10 year 
Equal Installment Administration's 
Payment Current Law Proposal Difference 

Total Anount to be 

"P*W $15,201.60 $19,305.60 +$4104.00 

Monthly Repayments $ 126,68 5 160.88 ♦$ 34.20 



Example III student borrows 52500 for each of his four years as an under- 
graduate student, plus $5,000 for two years as graduate student. 

/ TOTAL AMOlWr BORROWED $20,000 INTEREST RATE - 9i 

Assumes a 10 year ^ 
Equal Installment Administration's 
Payment Current Law Proposal Dlf feronco 

Total Amount to be repaid $30,402.00 539,#979.20 +$9577.20 

Monthly Repayments $ 253.35 S 333.16 ♦$ 79.81 
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TABLE V 

CUAJ»»Tm> StUDEHT LOM» PPOGRAH IKFORMATION ON PROGRXM P.\RTICIPANTS 
LEMPERS 

Approxinately 20,000 cofomerical lenders, nost o£ which arc natmnal 
and state banks *" 

- 14,000 participiate in the state and non-profit guarantee 
agency program {and to some degree in the federal program) 

- 6,000 participate strictly in the federal program 

Approximately 13S educational institutions also participate as lenders 

As of Novenber 1980, about 1,020 lenders had signed agreements to make 
mutiple disbursed loans (about one-half were state banks; relatively 
few we^e large lei^ers) 

^ SCHOOLS 

7,500 institutions eligible to pjurticipate 

about 3,500 e^xt 2 or 4 ye<u: traditional degree granting insti- 
tutions ' ' » 

I 

- ..about 4,000 are vocational, technical, nursing, and other 
non-degree granting institutions 

About 800 foreign schools are eligible to participate in GSL 

STATE AKD HOK-PROFIT GUARANTEE AGENCIES 

26 were established prior to October 1, 1976 representing about 50% 
of total GSL loan volume ($) at that time 

Since October 1976, and passage of the 1976 amendments which provide 
"eiftain financial incentives to create state agencies, 23 more have 
<oeen established bringing current total to 49 plus United*Student Aide 
Funds, Incr (USAF) , State agencies currently represent about 90% of 
new loan volume ($) , It is anticipated that all 50 states and outlying 
territories will have state agency programs by the end FY-81 with possibl 
exception of ""Puerto Rico, 

11 are non> >\ ^f it agencies 

17 have direct lending programs 

BORROWERS 

As of September 35, 1980, almost 15 million loans had been nade in the 
GSL program totaling over $21 billion 

About ^2% was still outstanding? the rest had been paid to the lender by 
the borrow or had' been paid as a claim 

About 60% of the total outstanding has not entered repayment status 
and therefore subject to interest payments 



Office of student Fi.iancial Assistance, December 1980 
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TABLE VI 

GOARANTEEO STUDENT LOAN PROGRAM INTEREST SUBSIDE AND SPECIAL ALLOWANCE 

PAyocnts for interest benefits «nd special allowance currently represent 
about 7o-80\ of Co^al piogran costs. Since payitients are mandated by law 
and ar« based upon prevailing interest rates, these costs are virtually 
ancontroliable. 

Interest Subsidy 

OE pays lenders the interest that accrues during the in-school, 
6-iBonth grace i^sriod and au*:horized defensent periods for eligible 
students. Parent loans are not eligible for interest subsidies. 

Lenders bill OE at least annually for the aggregate interest sub- 
sidy due on eligible loans in their GSL portfolio although the 
vast ©ajority bill quarterly. 

Special Allowance ^ 

Special allowance rate for each quarter is based on one of four 
statutory formulas: 



A) For loans with a 7% interest rate or less, treasury 
bill rates less 3.5% rounded up to the nearest 1/8% 
and divided by 4 

B) For loans with an 8% interest rate, treasury bill rates 
less 4.5%, etc. 

C) For loans with a 9% interest rate, treasury bill rates 
less 5.5%, etc. 



t>) For loans made or purchased by a holder who obtains its 
funds from the sale of tax exempt revenue bonds, the 
rate shall be 1/2 of the rate stated abbve except that 
a»niniDum rate ii^ established of not less than 2.5% in 
the ca^e of 7% loans, 1.5.% in the case of 8% loans,, and 
.5% in the case of 9% loans. 

Special allowance is based on^the average unpaid balance of all 
outstanding loans. 

Lenders bill for special allowance at the sane ^ine and on the 
Siune fora foi; interest. 

i 

Penalty Interest 

OE m'jst pay daily penalty interest if interest subsidy and special 
allowance requests are not approved by the Education Departnent 
within 30 days from the receipt of valid billings from lenders. As 
of the end of November,, 1980,, a total of about 5440,000 in penalty 
interest has been paid. 

Multiple Disbursenent Provision 

Approved lenders can bill on total amount even though only portion 
of loan disbursed. 

Source ; Office of Stjdent Financial Assistance, December 1980 ' 
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As President of tne National Association of Student Financial AiJ 
A^lnistrators and as Director of Financial Aid at Pasadena City College. 
♦« would like to associate ourselves with contents made this morning and 
especially to relate some of these coments to the realities on the campus. 

Specifically, we would like to address the: 

1) $750 self-help expectation in S,1109; 

2) cdst of attendance deferral; 

i) proposed reductions that seem appropriate. 



S.1109 would add an additional self-help expectation which would 
reduce Pell Grant eligibility. , » 

^ In reality, students at most institutions across the country already 
ha>. nudent contribution of at least $900. All public instUutio>is in 
Californ.u nave adopted this expectation as a minimum. The Independent 
colleges require students to contribute $1700 or r.iore. Proprietary schools 
usually require all costs above the direct educational costs to be met 
through some type of self-help program. 

The stated objective in the Higher Education Amendments of 1980 was to 
achieve a financial aid package of 75S gift aid and 25: self-help and pirent 
contribution. ^ * 

In California where student budgets have been standardized at most 
institutions in cooperation with the Student Aid Camiission, the student 
self-help contribution in the aid package currently ranges from a low of 
235 to a high of over 80X. 
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The student with the lowest self-help expectation is the dependent^ 
conwuter student at a low c6st school. Usually this student is frocn the 
lowest Income family and has, the fewest resources to meet need. Yerthis 
student's aid package ^will t>6 over SOX in self-help. 

This same student is also limited by the Cost of Attendance 
provisions to a maximum Pell Grant of $750. 

The deferral of the Cost of Attendance provisions impacts oost 
sev^ely those non-traditional students attending low cost colleges 
a>id results in a self-help expectation up to BOX. 

•4his student is 'typically an older returning student, or a head 
of household. A smaller percentage^ot these students are married. 

For iy81-82 at tne 107 cofmunity colleges In California, for 

example, the actual costs of attendance will range up to $4600 for 

single independient students and up to $7600 for heads of households 

and marrie/ students. * 

/ ' ^ ^ 'J 

The Pell Grunt cost of attendance limitation^, hovrever, hold these 

budgets to $1500, the same as tor a dependent stuc^rib^l iying at home. 

This means that the maximum Pell Grant award is $750 whether the 
student lives with parents, on his/her own, or has children and or a 
spouse. 
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This creates an inequiUble aid packaging situation that is increasing 
aonually since the cost of att^^ce provisions have never been adjusted from 
the Inception ot the program 1o 1972^ * 

This situation will be further exacerbated by maintaining maximum.Pell 
Grants below the authorized level dr $1900 for 1981-b2 and >*Z100 for 1982-83. 

Proposed changes which increase the assessment against income \r% the need 
analysis procedures add additional impact to the self-supporting student. Not 
only are his/her attendance costs not recognized, but his/her income is asscrssed 
at a rate double that ot the parents of a dependent student. 

The attached charts graphically indicate the cost problems and resulting 
inequitable packaging arrangements. 

From tne point of view of a practicing aid administrator, it is possible, 
however, to support some of the specific proposals in S.1108 to reduce program * 
costs that will have a less devastating impact on truly needy students. 

1) Counting VA benefits :dnd social security benefits as 100* 
student aid eliminates a current inequitV for students who do 

not receive such benef-its and who therefore lower aid <! 
packages and resources. ' " >y 

2) using a remaining need formula above an income cap for Guaranteed 
Student Loans will reduce unnecessary borrowing at low cost schools. 

3) Establishing a series of assessment rates on discretionary family 
income which we assume would be progressive would benefit the 
lowest income families by preserving funds' that may currently. 

be allocated to less needy students. 
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4) incfi^asing the parent loan interest rate to 14X would 
Stm make attractive loans available to parent;;5 with 

: cash flow problems but not dhcourage their borrowing 
completely as SJ109|yght. 

5) Reducing the higher loV^lts for self-supporting ' 
' ^ students will adversely affect those students with 

large unmet need but will reduce the administrative 
burden^ of the program which are'^growing geometrical ly.v 

We appreciate the burden you face In reconstructing the Higher 
Education ^Amendments of 1980.. We Know you will continue as you have 
historically, tor keep access to Postsecondary education open to the 
needy students of this nation. ^ 

Thank you for allowing us the opportunity to respond to the 
proposed legislation. 
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PELt Grant 

Cost ?850 6600 

^averages based on costs in University of ^averages based on California independent 
California system and California State University colleqe costs including $4000 for tuition/, 

and College system, including $450 for fees and fees and $2200 for room and board. 
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State awards may replace SEOG or second loan 
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'PEll Grant lower if spouse has fncooie. 

* Based on standard nine month budgets for public institutions in California and average budgets for proprietary schools. 

*Average$ based on costs in university of California system and balifornia State University and College system. 

packagers indicated are estimations. Actual awards (except PELL Grants) will vary from campus to campus depending on 
funding available and.pacxaglng philosophy. Assume 0 eligibility index for PELL Grants, State awards may replace SEOG. 
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. Senator Stapfohd. 33iank~you-veiy much. I feel constrained to 
refund myself and all of you that ve are in a position where, if we 
2?- "2!„^"^P^y with the directions of the full Senate, it will write 
uus bxll for us in a way that none of us may like as much as 1109. 
, That is the unfortunate position that we are in. , ' 
Mr.Leifman? 

Mr. Leifbian* Thank you. Senator. 

Eduardo WoUe is going to present both of our statements for us. 
Senator Stafford. However you wish to do it. ' 

« Mn W0LLE.vThank you. Senator Stafford and Senator Randolph, 
for the opportunity to testify before this subcctomittee. 

We are representing various groups that you notice on our testi- 
mony and we would like to thank you on behalf of' them. I am 
accompani^ by Steve Leifman, who is the National Director of 
COPUS and he is just a recent graduate, just graduated on Sunday 
from Amencan University, so he can tell you a lot of what it is like 
being a student firsthand.- 

There are some things that have not been pointed out that we 
would like to bring to the subconunittee's attention; specifically, 
what is happening hi the Congress, in the House and the Senate. 

We are concerned with the Senate budget figures that have 
appeared and also with what has happened on the House side. I 
hear your figures that indicate that yop need $566 million. On the 
House, you need $700 million for student guaranteed loans. For the 
Pell grants, you would need in the Senate, under your bill here, 
$700 million. In the House you need $900 million. So'somehow 
^here seems to be more of a cut in what is happening here than we 
really can take. ' r 

Also, in the Senate Labor, Health and Human Services Commit- 
tee, just recently, they requested a cut in t^e basic grants program 
of $270 million and this they v/ented to achieve by cutting every- 
body's award by $100, which is really going to hurt a lot of the 
needy students and this, we feel, is absolutely uncalled for. These 
wer9 cuts which were not requested by the administration and the 
committees; the subcommittees have gone even further in cutting 
that and that will make your job even more difficult. 

I attended sfehool in Vermont; I went to one of your institutions 
there, and I know what it is like, what the studenis are.going 
through nght now. They are in a panic. 

Senator Stafford. You might as well identify the school. 

Mr. WoLLE. Johnson State. Ed Elmendorf is the president there. 

The students in Vermont and other places are in a panic because 
thev do not know what they are going to do next year With the 
cutbacks that, as I mentioned, are being proposed and are coming 
up. We have outlined some of our concerns in our testimony, so we 
Would not like to take up tod much of your time. 

With regard to the basic grant program, we are pretty much in 
concurrence with that aid we would like to bring up something else 
that is happening. 

S. 1108 allows the Secretary to set the assessment ^ates for 
parental dontributions. We believe this approach will cause further 
inequity in the amount a family must contribute to their child'ij 
education. Current law provides that families under $25,000 shall 
'^^"'3ssed at 14 percent of their discretionary income. This means 



that a family earning $8,500 would payNthe same proportion as a 
family earning $24,000. \ 

We concur with ACE and NASFAA in their request that lan- 
guage be added to provide for a graduated series of assessment 
rates. This provision would protect lower-income students and still 
maintain eligibility for several thousand middle-income students. 

Another alternative which should also be considered is to keep 
the current law with a small addition. A provision could be includ- 
ed to^ allow the Secretary to request a waiver of the 14 percent , 
rate. Congress would have the option to approve or disapprove the 
Secretary s waiver request. 

This provision would place the burden of proof on the Adminis- 
tration to justify dollar savings. The Secretary would have to fur- 
ther justify the waiver request with up-to-date information as to 
the effect and impact on students receiving aid, which currently is 
not being done by the Secretary. 

One last concern we would like to bring to the Subcommittee's 
attention also is the administration's proposed elimination of State 
and local tax offset in the fiscal year 1982 family contribution 
schedule. This proposal would in effect roll back eligibility to ap- 
proximately a $19,000 family income as contrasted with the $25,000 
eligibility level established by MISAA. The net result would be 
devastating; 600,000 students would lose their basic grants. 

We are concerned with' the student guaranteed loan program. 
We have outlined two options that the subcommittee should look 
into and we are very much concerned that, should the administra- 
tion's proposals go through in States like Vermont, which has over 
100 lenders, a lot of those banks would just not lend the money, 
and we d'd a quick survey in some of the banks 'in the United 
States, those that v/o could get a hold of; Mississippi and Alabama 
would not tell us bank names because they were afraid if we told 
them what was happening, they would drop out oi* the program. So 
we were not able to get names out of Alabama and Mississippi but 
the other banks concurred with what has been said here today. 

Yoa might as well kiss the guaranteed student loan program 
goodbye. ^ 

I would like to thank you for the time and the subcommittee's 
time and Senator Randolph. 

Thank you. 

[The prepared statement of Mr. Wolle follows:] 
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Mr. Chamoan, taembers of the subccciaitcee. I would like to thank you on behalf 
2^ the 3.5 aUUcn college ard university students USSA r^^sents, t^e students re- 
presented by gOPlB (rational Coalition of Indeperxient College axU University Students), 
2S?SA which represents Hispanic students in cities throughout the East, Mld-^^'est and 
.Puerto Rico, MALDSP Otexlcan toerlcan Legal Defense Education F\uxi) which represents 
Hispanic (Chlcano) students throughout the U.S., iCBiKS (riatior^l Organization of 
Black University and ^College Studentg) which represents 115,000 students at tradition- 
ally black postsecondai7 ir^tltutlons, the WIWSC (Natior.al Ihlrxl 'rfarld Student Coall- ' 
tion) which represents third world (Alnority) srudents across the country, and the 
Jaore than " nilllon college and university students In the U.S. who receive scras type 
of financial assistance, for the oppcrtunit/ to testify on t.he AdTdnistration's pro- 
oosal^ CS1109) ar4 the Chair's proposals (SII08) to tighten eligibility and meet the 
requireraents of the Senate ftidget Resolution to reduce t.he costs of the Pell Grant 
and Ouaranteed otident Loan Prcgrars. Accc«xar^l.'Tg lae today is Steve Leiftnan, Ja- 
tior-al Director of OOPUS. 

The Acirinistration has the American public believing that a ""safety r.et" exists 
Which will prevent any of those in need froi losing out on their opportunity to gain 
access to a higher education. It is vitally lirportant that the A-wrican people real- 
ise that r^^.ere are gaping holes. In this net. The burden of flrancL-^ a college educa- 
tion is being dir:?>ed on the f^-aily at a tiine when the family ^ nardly afford an 
adied cost cn it's already strained budget. P^ductlons proposed by the Administration 
ar^ the n&ans to achieve -hose reducticr.s will result in over or^ .-nUlion middle 
inccme residents losing fxTdlng frctn the Basic Grant ana OSL programs. Reductions 
In the value of a-^ards to all lower Inccne students ^111 force many to reevaluate 
their quest for a college education and l^rnit their choice to lew cost oubllcly sub- 
siaisad Ir^tltuticns. Ihis will place a tremendous burden on already strain^ state 
coffers , 
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>te are concerned vrlth the lopact of the proposed Adbilnlstratlcn»s buds'. - ruc- 
tions am the effects of thDse reductions will have on the cost, ^lity and access 
to postseccndarv education across the nation. Should the adniinlstraticn's proposed 
Changes pass op top of the Fy»82*budset passed ty the House, we will see a h^h drop 
out^rate, u«s:;:loyB3ent and increases In tuition. Even If the Acteinistratlon ceans 
well, the results nay be disastrous. 



We, as styaents, are concerned with tne possibility that If Congress accepts the 
Ac4alnistration»s budget reduction proposals, ail the advances that have been made In 
ineeting the needs of the middle class tnrough MISAA, in providing easier access to 
college for lower incoae students, in stabilising the loan ?rx:srars and In allowing 
a healthy ccc^tition between the public and private sector to develop will have been 
an exercise in r\:tlllty. T^ere are oany advantages to livli^ in this society that 
are not available to other people throughout the world. However, when -other countries 
are giving thel.- people a chance to receive a fully subsidized pcstsecondarv education* 
this country Is retreating on it»s ccnxaltsient to provide access to ail of it*s citizens. 
How can a nation expect to be number one in anything if it's working w??ses buy 
Into a system yet are told that their InvestJwnt Is belong cut and their return will 
be ralnlaal? Hw auch saore can the poor be expected to sacrifice when they are living 
In areas where uncc^ployBjent is high? 

In the state of Vennont, for Instance,^ the Veraont State Colleges Board of -^s- 
tees has voted to raise tuition by 125. This mear^ that a student at cne of the three 
fcur year state canpuses will have to pay 5130 over this year's roitlon. At Vemrnt 
Technical College, tuition wlU also Increase, but by $180. .At the Ccnriinity College 
of Vennont, tuition will be up'by I3S. Ihe Unlve.-slty of Ve.-xnt '.vlll also exper- 
.^ience an Increase In tuition. For an In-state student , tuition will be increased by 
13.65 or frcTj $1650 In ♦80- '81 to $1350 for the *8l-'82 academlj> year. The out-of- 
state student will an increase of 115 or an Increase from zhe present $^1560 to 
$506? Also inceasl.ng at the Un1,verslty is the cost of rocn and board frar. *1996 t^ 
$2272. 



In a state like Vennont where every Federal dollar counts, trje proposed reductions 
m flr^^ial aid and the proposed Adniliistration's ch^^es "ould .have a de/astatL-g 
affect on the state share to higher education. In states like .»torth ::aroiina ara Ala- 
bana, though differe-r rronVemont in rany '^s, the sane holds -.nie, the state a.Td 




taxpayers wcsuld be expected to contribute more towards ^ligher etSucaticn ziti carry "the 
burden of the loss Ln Federal dollars. 

*PeIl Crants> - The Pell Grant program (fonnerly BEDG) is the cornerstone of federal 
flranciai aid. The typical financial aid package consists of Pell Grant, Sapplenen- 
tal Educational Opportunity Grant (S2DG), Natioral Direct Student Loan CNDSL), an! 
College Vfork Study (CWS). When a student has CVt-S as an award, they are already 
working In a part-tjjne Job. By requesting a student to provide $750 self-help, they 
will be forced to find another part-tlr>e Job off canpus or corpete for hlgner ^^-age 
Jobs during the suaaer. If the student canrxjt find a Job and he/she Is dependent, the 
parent would be forced to ccnw up with $750 sere abcve the parental contrlbi-tlon. 
Often tlaes, this is virtually l^-nposslb^ since parents' assets and Irccrw ^»ve already 
been calculated In the need analjrsls process. For Independent students, the situation 
Is equally if rv3t acre blea Ihe indeperxient student mst earn $750 either In a 
suaaer or part-tlne Job In off carpus work. Independent students terxi to be non-tra- 
dttioTAl, usually scraecre who stopped theL" education after high school and now -^d 
like to continue their higher educatioi. These students ray already have a JoU arrf 
possibly a fanily to look after. Oie to the high rate of ur.€*:ployr»nt ^rd Irilation,^ 
it is unrealistic to expect an Independent student, or any student,^ who currently had , 
to contntute $300 of self help for college to suddenly .^ve to pay $750 more. There 
are no assurances either that enploycient 'rflll be available for all students during the 
simer break. 

^^ 

Vft>en we consider that youth unerployment Is high, especially an»r« olacKS ara 
latinos, such a provision ^lll'only help to increase the gap bef-^en t.^se w.-vo can 
afford an education and t.'^se who cannot. Youth unerrployment has already reached 19% 
wltn a "ilncrity youth urerpicyTne.it rate In excess of 505 in Inner cities, ::atior-ri>de 
•/e are experiencing a ircccut rate of and Ir. sccie cities t^.at fig-^^e Is ocjble. 

It's not that stuae.-;ts are all abusing Federal student aid and are rx)t tryL'-^ to 
■nake ends*n»et. For exa.'T'^e, durlrg a recent h^arlrg before t.^.e Hc-ise FostSeccndary 
Education aibccmittee. a student at Yale UrAverslt^, 3111 Lash, explained ^.13 situa- 
tion: ''^ 

"I have not neglected to help rnyself. Ou-lrg ^he acadenilc year, I hold three Joos. 
I an a .-^easearc.^^.er-clerk, Arerican Express agent and a bartenaer. ;>/ 3lster has 
done t.^e saeci, working as a dorriltory gaard, a botany teacher and valtress. ^ 
•xmally vK>rk inrirs^ our sprL'^, winter a.nd surrver vacatlcr.s. a.'vd r^ive done all 
of this while car:^ing f-jll coirse loads ar-d raintai.-il-ng 3 plus grades." 
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VJat will the AdislnlsiratlCT^»s proposals do to to? And what of a student w» ' 
can barely salitaln a C average anS is aL-ea4>' working a job at suissl-Urxa wage to go 
to college? Just because 3111 can balance his job cJoesn't tnean that every other stu- 
dent Is going to be able to do the same or even ralntain one Job at the exp^^e of 
their studies. Isn't the reason students go to college but to learn and to prepare 
themselves Tor the future? If you want students to work, then expand the r.indins for 
the College Vterk Suidy pro^-al 

Ve concur with the observations and reccnSendatlons ^^ch ACE and NA2FAA have 
presented in regard to the Pell Grant progran:. We, wcuid like to stress, se-zeral points 
*+ilch are of concern to us thcixgh. It is difficult -o att«:?)t to retune pn?grass. 
such as the Pell Grant and Guaranteed Student Loan, which have generally acccx:;>lished 
their FUTTpcse. 'rfe ccrxend Senator Stafford and his staff for their concerr.5 as exp-'sed 
In SXIOS. ' ' . ' 

We are distressed to see that SII08 would repeal soae of the l-rpcrtant refoirr^s 
'dealing vrtth Independent students as passed In the Middle Lnccr* Student Assistance 
Act and the Higher Sducaticii A-aen4»nts of 198O. We cannot arxl -^111 :»t support any 
attcnpts to waken these refonis, tr>ereby r-rumlng to a system ^^^ch does not nake 
allowances for the differences between Lndependent and depende-.t sr^ents. We would 
also like to see the continuation of current provisions dealing -^.th asset exclusion 
and taxation, subsistence aUcwance for single Indeper^en: sfadents. and the starus of 
nsirrled independent students. 

>fe are also concerned with :ne provision hi S11C8 deall-^ v.ith the assessr^ent of 
parental discretionary income m detennlnt-^g the expected f^rAly contribution. "Ihls 
year, :cRpllcaticr.s^set the processlr^ cf the Basic 3rant applications, "n^ey ^-er^ 
virtuaUy neld hostage until the AdrirJlstraticn's fa.-:Lily contribution schedule wzs 
adopted, %hat cccpilcated natters was that the previous Acnirlstratlcn rer-:i3tlcr.s 
had already been Fublis.hed and ccfirents recelv ' These were culled by the present 
^Adsilnlstratlon and the present regulations -x^ st^ xl. XUllons of student aoollca- 
tlons were n«id up for, processing. Students tr^ay tv^ know wnat tneir awards --^.ll be 
until later than June. .Had Congress and t.^:e higher . ducat ion ccrrrintty not capitulated 
to th^ Acinialstratlcn»s i-sistar.ce that their .-egu'atlcns be i.TZ):tfr.ented. s^dento -ay 
not r^ve received their award rx^tices until Auras t : Thl*- wculd have r^ired nany a 
student's plar^ to attend ccll-sge sir.ce noct colleges -eed tc /now by Yay wret.-er a 
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srodent will attend or not. Students Mse t'helr c^ceptAnoe on tJ>elr ri:anclal aid 
awards. 

In crfer to avoid repeat of this unfortunate incident , we reccmeo; that lan- 
guage be Included to allow Cor^ss to approve or dlssaprove aid regulations. Cur- 
rently, Zors^iS can ool:^ dlssaprove such regulations. If the current law rerjilr^ 
unchanged, ve ray ccr.tlrue to see Interrupt Icn of Pell 3rant processlrg tjy this and 
possibly rature AAaLnistratlons. / 

SllOS seeJcs to allow the Secretary to set t.*:e assessnent rate for parental ccn- 
trlfcutloo. rfe believe this approach will cause farther Ineqralty Ir. the a-ncunt a 
faally s-st :or.trlfcute to ti)itir child's ecucatlon. «^uTent law provides that farxUles 
under KS»OO0 shall be assessed at l^S of their discretlcr.ary Loccne. This siearjs 
that a fanily earning 58,500 would pay the sas^e proportion as a farJlly e^rhlr^g $2t,C00. 

Ve concur with ACE and flASPAA Ir. their recfuest that language be ad:]cd to provide 
for a graduated series of assesswnt rates. This prc/lslor. wctilJ protect *cvfer Irjccrae 
students and still rain tain eligibility for several thcusand rilddle Injsr* students. 

Another alterratlve wnich should also be cor.sidered Is to Keep the current law 
with a jyrjill addition. A provision could te i:?cl«dcd to alJ-cw the Secretary tc re- 
quest a waiver of the l^S rate. Cor4^ss wculd fave t.^.e cptlcr. tc approw or disap- . 
prcr/t the Secretary's waiver request. 

This pr3\1slon would place the b^rlen of proof on t.^.e AdnlrJ^tratlon to Justify 
dollar savli>p. The Secretary wou*d have to further Justify,* :he *raive:' request -If", 
up tc iate lrJ"omatlon as to the effect and lr:pact students recelvLrg aid, whicn 
currently' is not beL"^ dor^e. , 

One las: concern we wcxild llxe to brL'^-s tl^ suocxnlf-ee's atte-'itlcn ^thcugn 
we have cany acre) Is the AdniirJLstrat ion's pr^^sed elljJj;aticn cf state and local 
tax sffset In the FY* 82 f&culy contrlbutlcr. schedule. TMs prcposal v*c*:d In effect 
roll back ellglbtllty tc approxlTAte^y a $19,000 fsnlly ir.cant us cc-.trasted *lth t.^.e 
i25,0OC eli^blllty level eotaitllshed by MISAA. The ret re5ult ^Id be ic/astatirg, 
6CO,C0O students wculd lose their Basic Grants. 
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(>>iarantg«a_ Student loan - The origin cf the Ga prograa In I96U-1965 stcx«J f^co 
the Intense desire -of the Aialnlstratlcn to derail tuition t« credits. It was the 

^ •C?ea«ary Deparwnt which espoused the Mea of loan* for-aiiddle-lnsca? faaliies. 

J ' Tbday, w often find lowcr-Lnccoe students buisdened with a CSL. We Vlleve that thla 

W Is an Inpfoper aethod of financing a higher education for lover-lncane students. 

^Ihls aethod slsply serves to shift the txirden of coit frcra the govem^nt to the 
student. 

\ 

rurlng the floor debate on the iii^T Stjcatlon Act of l965, Ccrgressv-cran Edith 
^ Green of Oregon, fcraer chair of the Jbuse I^stseccniary Education aibcccnlttee, re- 
aarked that the G^*prop^: 

"Is designed especially for those students who cccse frcra silddie-lncoae ran:ilies% 
^ Ihls Is a separate loan progrsra," she ccntlnied, "a-nd is designed for t?«se students 
Who (to not (jislixy for the totional Defense Siucatlon Act Loses Cnow fiitlonal Direct 
^Student Loara) becauie t"ey ccne frcra f^lies'that have a higher incase and therefore 
• they vculd be If^llgihle for .^tioral Defense Sducatic« Act Lcar^." 

v , 

A large portion of- the growth Li the GSL prcgraa can be attributed to the renoval 
of the incoae ^ap in 1979 with the passage of MISAA, which result«3 m Increased de- 
• sand fcr thesi acnles. Howe^-er, it Is rtt prlinarii^ this derend which quadrupled the 
cpst of the prograa to the ?eu*ral govemnent. It is the, skyrocket I.75 Interest rates 
and the hlgft cost of laoney to which the prcgraA Is tied that increased its costs. 



TriQ foXlcwlr^ cnart Illustrates hew the special allowanc- Itne F«e.-ai ncney 
paid to banks) hr:> rjsdru^led ccrpared to the increase In trw a.->xint of rcney paid 
for the swdenfs ir^chocl interest subsidy. 



:n-3chool interest Suisidy 
Special Allowance 


Omilicns 0: 
1«^7 
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' uoUars; 
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• :isc 
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Avej'ase Asr^Lial 91 -day 
•ft^sury 3111 Rate (1) 
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-9.6 


'• U.6 


1^.2 



In addition - -^.trary to statcEitnts whiih .-^ve rec-ivec i^r^lt Publicity nrsLZti the 
csantry, student^ 'io^ in high i^fa^l*- ir "hi; lean sr^vrrr . The ?stl"^ted default 



•Congressional Rc^arch Ser/lce, Febrjiar-y TO, 1931. 
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rate fcr 1981 is apprcncjmp.tely canpared to last year's o 

The Actalnlstration calls for the ellmiratlon of tjje L-v-school interest subsidy on 
student loans which is paid on behalf of the borrower by the governaent. We categor- 
ically oppose, the repeal of the Interest sxibsldy. The Interest subsidy is a regulation 
that college costs have becoae increasingly burdensoae to all Anerican families. 

We believe that ell-alrating the Lnterest subsidy would shift tne higher costs 
that result froo higher Interest rates to the student, at a tliae when the student aay 
not be able to cope with ^ch added costs. This will lead to higher default rates arxi 
delincpenc les » 



cf what a student wculd pay now and under the AdmirJLstration^s plan: 

9% interest with in-school Lnterest subsidy and 
10 year repayment - $11,000 
9i Interest no subsidy - $13,000 

A group which would -be adversely affected by these changes is the graduate suidents. 
In a survey of 103 nerriAers of the 197B-79 senior 3 lass at the University of Pennsylvan- 
ia School of Dental MedlcLne who utilize the Financial Aid Office at the dental school, 
the total debt anassed by these studtnts upon graduation was found to be $2,823,391, 
an average of $26.1t;2 per sag!ent l The stiallest debt reported by a respondent to 
this survey was $15.905 1 with tne other debts ranglr^ as nigh as $i4«,83o: ^'xcrdng 
first year students can only expect larger debt burders upon srad»*ation. It's bad 
enai^ that students ntist assvaw large loan burdents In the first oiace. Asking 
than to pay significantly higher levels of Interest is creating a generation of inden- 
tured servants who <ire mentally mortared to the goverrrsent, 

A sugs^stion tnat has been made is to defer the Interest *ihile t^e student is in 
school. The governaent woula pay the Interest trtille the student is In college. 
Interest >«uld be added on to the amount owed by the student and ne/sre would repay 
this to the ba;^, which would presumably repay the Department cff Education, '^e carroty 
accept this altenatlve either, First, the problem of excessive debt will still exist, 
Seccnd, the adninistrative heaoaches this wpl cause barJa will drive than out of the 
program. They would have to Keep separate accoi-ints of these deferred Lnterest payments. 



An exacple 
$7,500 
$7,500 
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accrus and caapourd Interest, and then sufccait ?ayinent to the Departr»nt of Sikrcatlcn. 
Siiice the ret tape and conpllcated paperwork have kept banks out of the prcgras, this 
approach would only worsen the problen, 

S1108 rejects either of these approaches. We realize that everyone is beir« 
asked to sacrafice and that changes wiU be cade in this prcgraa with or without 
us caaaenting. We are concerned that if char^jes are to be csade that ttey be rade with 
the skill of a sui«geon not a butcher, 

ACE has already cutllTjed sosc of the dollar facts of the prjgrani and the savlr^s 
-that can be achieved. We wculd like to cccnent on the specific recctnerxlatton con- 
tained in SU08, to reestablish an inccne celling for eligibility for the Ir.-schsol 
Interest subsiay. 

<Jhy was the Incoae cap rsaoved? ihe idea was to allow a parent wt» did rrt Jave ' 
the "cash on ha--d" an opportunity to have his/her child borrow this necessary capital 
at a lew interest rate, However, soaring college costs since 1978 have .-^de the "loans 
of convenience", loans of necessity, ffow students ntist borrow just to ase-t the gap 
between the expected parental contributiwi ard the cost of attendance* 

Me would recoanend that. If the subccnialttee is considerix« settl.-g an inccne 
cap, as specified in S1108, that it be higher than that reccoaended in S1108. A cap 
of $35,000 is not an ui realistic figure though it woaM only save 800 M students fraa 
being eliminated frcia cne program and $200 raillK»i. A $35,000 cap would recogrriGe the 
fact that middle incane families are also being caught *n the financial cruncn. "nils 
could possibly provide more dollars to progr^jns which help needier students cut are 
under fir^ancJ^ai ocr^tralnts, i.e.. Pell Grants, I'ffJSL. 

Another approach which should not be passed over is to permit students with 
dccuaented need to borrow their unwt reed and half of their parental contribution ap 
to the 52,500 naxlain. As ACS pointed out in earlier tescinwny- 

'•Ihis would assure that all students who have need after they have exhausted 
other sources of student aid would be eligible for the OSL prcgraa. It would 
slawltaneously ease the problem of s->!dents whose reralnir^ need slight ce too 
saall for barJcs to make loar-s, and that of students whose parents lay have 
difficulty meeting the costs of higher priced institutior^." 
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Savlx^ are ea«v to acccopllsh If all one is concerned with are the savings. 
■» Ga pivfei ' am serves a very real purpose to the coirunlty and to the nation provid- 
an Investaent In the future* Be careful when you begin your work on S1108 least 
fini that what ycu have created is a Florida style sirk-*»le. 

I^rental loan Prograc - We are concerned that the Adtednistratlon's. proposals to 
ilse the Interest rate to market rates, abolish the special allov^ance and exterxl the 
jpayraent period to fwenty years will nake states think twice before they participate . 
xler such conditions a bcrrcwer nay not firxl the teras too agreeable either. The 
arent Loan program was establlshsd to help parents defray the costs of their son's 
<3augnter*3 education. This prograa Is no jscre tnar. ooi'n than the ir.terest rate 
3 being raised to W in SUOS. Is this program to also see the ir^tabillty which 
13 accccqpanied the GSL pro^:^? 

We believe tJjat in order to sa^** mcr^y 31108 has initiated ^mother taxirg burden 
1 the toerican fanlly. The parent and the student are being asked to bear more and 
)re of the cost witn less help from the govemaent they pay taxes to suoport. 

>fe would like to see the program reiraln at the established 9% interest. Horfe'/er, 
* savings siast be accccpllshed, we would suggest raisir^ 1^*^ Ir.terest raise to llS 
J opposed to lUi ixi S1108. 

currently, there are 11 states considering establishing a Parent Loan prcgran at 
f. The subcr^ttlttee should review state usury laws to assure that the W rate will 
3t create conflic-s and create Ir^oitles In the treatnent of borrowers froci state to 
'^te. 

^ly Recaynent Incentive - We hope that the subccmittee will seriously consider tr.e 
^pcsal which ACE has presented dealing with incentives for early i x>ay::«.''.t of 
,ans. Jfot only will this result In cost savings but in lower defaults a-aorg students, 
lis incentive is i:he^best way to motivate students to initiate early reoLvrnent* - 

dependent Students - we stated earlier, we"*dr2^ ^onc^red with the status of Ir- 
ipendcnt students, especially the ranoval of separate borrowing i^^^";; as outlined in 
-108. The 1980 ftcendaents allow an Independent student to borrow a total of 3B,CC0 
;r year, $500 more than the maxlnun for dependent students. We do not a^r^ with 'his 
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prc/islen cf S1103 since it does not acksxwlecise the plight of tne lndepe.^ent sr«<ient. 
An independent student usually needs addl-onal resources to meet the costs of tnelr 
education. ':hey Mve no parent^ ccr.trlbutlcr. or parent lean to fall liack on for^ 
additional support. 

We would suggest that t.^ current treatment of Indeperxient students is t.»» zest 
equitable. For that re^on. we wculd oppose any cha.-^ges in the treatr»nt of these 
students and t.^.elr ability to receive a fev/ dollars sscre for t.heir special circunstances. 

In ccnclusion. w wcuM like to once again tharJc the subcccnit ee for It's tir» 
and pa-lenc^ !n allswlre as vo present oir views on both the Aiiiir^ctratlcn's proposed 
legislative changes as recor^nded Ir. S11D9 and the aafcccmittee^s reccmeaiation^ a^ 
presented in SU08. We anderstand chat the cc^z^try Is experiencing difficult tl:=es. 
We .-a'/e net appeared tefore this sut>ccmittee to ask for handc^its tut to ask t.-at J.'^ 
ccmltaent that Congress has =ade to It's yorrg and old, that all ray .-ave access and 
choice to a 'ilgher education, rsnaln ^.tr^n your hearts a.nd sculs as a top priority, 
when ycu cfirkMip S1108 aril vote for a?prc?rlatlor^ for education on the Senate floor. 

I would LUct* to leave ycu with a oucte frxj cr^ of t.->e laws recently- passed oy 
Ccn^ss; 

Ccrgress fLids 

(2) t^at It Is the respcr^ltillty of t.'^e Federal 3overT-.ent, consistent with t.^ 
rignts. duties, and privileges of States and ir^tltujicns cf higher education to 
prcnote. ... 

a) freedcn of c.ioice to students -»txj ^ish to participate in oostsecorxi^'v e-.H;- 
catlor, to select Ir^tltutlcns 2nd prccrarns *vnich -leet t.^^lr needs and abili- 
ties 

(d) rescor^lve-^ss cf pcsicecondary e^Jucatlcn :o rapidly- cnanging social and 
ecorcnic r^eds. . . . 

(3) that uencgrap.hic . eccncr^:, and lal changes ^,11 re^juia-e iritir-tlcr^ of 
pcstseccndary education to adapt tc ^ f.f^- reeds cf Individuals a.'vJ of Ar.er. 
lean society." 
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PcrsonMl Income for Indcpemlcnt students and parental Income for dependent stu<len(s. 

Sonrcot Pol ley Anrtlysli .Scrvleo, American Cotincll on J^diieatlon, May 1980» baseil on stud ent reported <lat« from tlie AY 78/79 

iludy of Program M onanement Proecdures In the Ca m pt>5-nased and Rasle OroHT lYogroms conditeted by Applied ManaRomonl 
Sciences Tor tho Offloo ef Rvalnatlon ami DIssemTnatloii of USOH mnler contract nuinlmr or.-306-78-0498. Tlie 
AY78/79 study snmple Is rcprcsenlntlve of nil undcrRradnate stitilenis enrolled Imlf-tlmo or more. 
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Senator Stafford. There is still 2 minutes. Mr. Leifman. 
Mr. Leifman. Thank you. 

I want to thank the Federal Government, because without the 
student guaranteed loan program, it would have been impossible. 
^ I am saddened that a lot of students will not get the equal 
opportunity to choose a college of their choice. 

Senator Randolph mentioned before why is not the room filled 
with students? I want to make a couple of comments on that. 

First, about 3 weeks ago, we did have about 100 students from 35 
different States come to Washington to make their concerns 
known. The main problem is the nature of the cuts are so compli- 
cated that most students really do not understand them' and what 
is going to happen is that students are going to come back in the 
fall when it is too late and it is not going to be available, and that 
is when you are going to see thousands and thousands of students 
coming up here. 

Senator Stafford. All right. 

Well, thank you very much. 

In view of the time constraints, I am going to yield my time to 
Senator ^Randolph. There will be written questions that I would 
like to send to each member of the panel. It is quite brief and you 
mav well have answered it in your detailed statements, which we 
will put in the record in full. 

We regret that time constraints have forced us to adopt this 5- 
minute rule. So I will send those questions in writing. 

Senator Randolph. 

Senator Randolph. Yes. 

Thank you, Mr. Chairman. 

I am grateful for the testimony which has been given to us which 
I listened to carefully. I think you all recognize that my so-called 
outburst was just pent up feelings that I have; that there is not the 
attention being given to the results of today's hearing which are 
going to be negative throughout the educational system in higher 
education in this country. 

I think it is going to be very difficult and I know that Chairman 
Stafford's bill, S. 1108, will try to take care of some of the problems 
that are inherent in the so-called administration bill, 1109; but I 
think if th^re is not some type bf groundsweU throughout the 
educational community in America, that we are going to be set 
back. 

I am not trying to use the number of years as an example, but 
v/e are going to be set back in our efforts to provide college educa- 
tions to a lai^e segment of our young people who are not in a 
category, we will say, of very low or no income or the children of 
the very rich, to protect the body politic of higher education 
throughout this country. That is the group that I am worried 
about. ' 

In the college\that I speak of, let us say, 1,000, 1,200 students, we 
have an infinitesimal number of so-called rich students there. 
Counting "rich students** would not represent very much of our 
student Dody. Our student body will be those in need, those that 
come from families where there are four and five children and 
maybe two of them are in college or three of them are in college at 
the saipe time and this is across Alnerica; people trying to hold the 
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family together; and I think that the holding of the family together 
occurs not only in the home itsrff, but a part of holding a family 
together can and does occur by assuring parents of the continued 
availability of the moneys necessary to permit that young man or 
young woman to go to college. 

T! 3se are family responsibilities and they are recognized as such. 
It has always been so in the families that I am v^ry intimately 
acquainted with, not onlj^ in one coUege but in the— let us say the 
independent private institutions of higher education in West Vir- 
ginia as well as other institutions that are State-directed in their 
programs^, including two universities and colleges and several what 
we call community colleges that have sprung up in our educational 
system, over the last few years. 

Now, the administration bill, would require $750 self-help expec- 
tation from each student. 

Would you discuss that a moment? That is something that I 
don*t think is in current law-^is there any self-help requirement 
mandated for the Pell grants? 

Mr Martin, Senator Randolph, I might try to comitient on that. 

As you well know, the Pell grant program, since its inception, 
has had a clause that that program not exceed one-half of the 
student cost of education or is limited by the maxirpum award, 
^ which in some cases is less than one-half of what might be for an 
individual student 

Since the program began, there is an implied assumption that 
the student or family are going to be required to make up that 
additional half of college education through othei sources. 

The way it is made up primarily comes from the college work- 
study program or summertime help plus contributions from the 
family, Mrs. Miller, in her supplemental statement, came'up with 
some charts of what the self-help rate is currently in colleges in 
California, private as well as technical schools, and in that report, 
it shows on the average that students are dealing with self-help 
expectations that far exceed the $750 that the Federal Government 
is asking for yi their bill. 

It seejns to us that it is a little ridiculous when we already have 
proof that in the other methods that we assess needs as a mini- 
mum $900, is plugged in for a student to add on top of that another 
$750, We think it is an unfair burden for students and we testified 
before the House committee and we tci^tHo discuss the issues of 
the pros and cons on that, on page 15. But we would support your 
premise that it is an unreasonable elenlent to be included in the 
bill at this time, and I really believe it was conceived by some 
people who fail to understand how the program works and what 
tbey thought we were addressing was a factor that does not need to 
be addressed in this manner; and we tried to make that clear to 
the administration. 

Senator Randolph. Well, I fully agree with you. - . 

I do not believe that those in the administration who fashioned 
its bill really do know the implications; \ 

Mr. Martin, I might add, Senator, if you looirat the beginning of 
our statement, we include some demographics on student employ- 
ment and when you compare that to W^ck and white youths, it is 
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difiicult for these students to come up with summer jobs which 
even makes it more unreasonable. 

Mr. Go^ENs. If I could add to that, in the 1980 amendments 
there- IS a Federal pqlicy gpal which you all put in the last time 

^ ground which assumes a 25 percent self-help piece on behalf of the 
students. Perhaps a flat $750, or any flat dollar self-help require- 
ment in the Pell grant ^program is not workable and is unfair but 
there is a percentage relationship that we can deal with; we have it 
in the amendment as a policy goal; it says that 75 percent shall be 
met by combination of grants and parental contribution, implying 
that 25 percent will come from self-help. 
We think maybe that is the way to go. 
They are4^1king about a percentage relationship. 

' Senator Randolph. Mr. Chairman, I was just checking back to 
see when we began these programs to help the students, based 
largely on the required repayment of loans and I think I will place 
IK the record, if it is agreeable to you, the vote by which these 
me^ures were brought to passage here on the Hill, and not only in 
1965-1 behq^.e that is the year, is it, 1965?— they started, and 
again in 1977, was it^l972, 1978, those other years, I think they 
are rather demonstrative votes in favor of the programs. 
(The information referred to follows:] 
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SUBMITTED FOR THE OFFICIAL HEARING RECORD. HEARINGS BY THF. 
SUBCOMMITTEE ON EDUCATION. SENATE COMMITTEE ON LABOR AND HUMAN 
RESOURCES. RE: STUDENT ASSISTANCF. AMENDMENTS OF 1981. 

SUBJECT: VOTES BY WHICH HIGHER EDUCATION LEGISLATION PASSED 
SINCE 1965. DATE OF FIRST ENACTMENT. 

SUBMITTED BY: SENATOR JENNINGS RANDOLPH (see page 112 of Manuscript) 



Public Law 89-329. signed into law Nov.|5. 1965 

H R 9S67 . Reported by House Education 5 Labor Committee 

^ . ^^^^ ^^^^ ^g^^ Passed by the House 

amended on a 368-22 roll-call vote Aug 26. 

Reported by Senate Labor Public Welfare 
Committee (S Rept 673) Sep 1. 1965 

Passed Senate amended, by a 79-3 roll-call vote 
on Sep 2 1965. 

Conference Report (H Rept 1178) agreed to Oqt 
20 1965 by 313-63 roll-call vote of the HOuse. 
and by voice vote of the Senate. 

House Committee vote. Jul 14. 1965 - 21-2 (two 
dissenting votes cast by Southern Republicans) 

Senate Committee vote, reported without 
opposition. Sep 1. 1965. 

Conference : House passed 313-63 after Republican 

notion to return bill to conference for deletion 
of Teacher Corps section; motion defeated 152-226 
in roll-call vote. 

Senaf passed yithout opposition. 
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Public Law 92-318, signed June 23, 1972, Education Amendments of 1972 

^« 659 Senate Labor and Public Welfare Committee 

reported S.6S9 on August 3, 1971 (S Rep 92-346) 
by unanimous vote of 17-0 

Full Senate approved S,659 on August 6, by a 
vote of 51-0. 

H.R. 7248 . House Education § Labor Committee, reported 

H.R. 7248 on October 8> 1971 (H Rep 92-554) by 
a record vote of 35-1. One negative vote cast 
by Republican from Indiana. 

Full House voted on November 5, 1971 by roll 
call of 332-38 to pass H.R. 7248. 

Final action on education bills (S.659 an** H.R. 7248) was held 
over under 1972 (2nd session, 92nd Congress), as fopows: 

6S9/ . Senate Labor and Public Welfare Conittee \ 

reported t 659 on February 7, 1972 by unarm- 
mously recommending that the amended bill be 
adopted by the Senate as a substitute for the 
House version of the bill. (S Rep 92-604) 



Full Senate passed S.659 by roll call vote of 
88-6 on March 1, 1972. 

4 

Conference Agreement on S.659/H.R. 7248 was 
adopted by the House by a vote of 218-180 
roll-call on June 8, 1972 (having been adopted 
by full Senate on May 24, 1972 by a vote of 
63-15, roll call. 
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S. 2657. 



H.R.. 12835 
H.R. 12851 
H.R. 14070 



2» signed October 12, 1976 (Higher Educ. Amendments) 

Senate Labor and Puboic Welfare'^Committee , 
May 14, 1976, reported S.2657 by unanimous voice- 
vote (S. .Rep 94-882). 



House Education ^ Labor Committee, reported 
H.R.f» 12835 on May 4, 1976 by unanimous voice- 
vote", (H Rept 94-1085) 

House Education 5 Labor Committee, reported 
H.R. 12851 on May 4, by unanimous voice vote. 
(H.R. rep 94-1086) 

House Education ^ Labor Committee, reported 
H.R. 14070 on June 8, 1976 (H. Rep 94-1232) 
by unanimous voice vote. 

Full House passed H.R. 12835 on May 11 by 
a vote of 390-3. 

Full House passed Ff.R. 12851 on May 12 by 
a vote of 388-7. ' 

Full House passed H.R. 14070 bn Au^^ust 25, 
by a vote of 391-3. 

Full Senate passed S. 2657 on Aug 27, 1976 
by a vote of 78-5. 

Conference Agreement (H Rep 94-1701) reported 
on September 24, 1976. 

Conference Report passed Senate September 28, 
1976 by vote of 78-3. 

Conference Report pa*sed House on Sep 29 by 
voice vote. 
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Senate Hunan Resources Connittee on Feb. 
24, 1978 reported S. 2539 (S. Rep 95-643). 

Full Senjg^ passed S.2539 by a vote of 
68-28, on iCug 16, 1978 

Education § Labor Conunittee on March 8, 
1978 reported H.R. 11274 by a vote of 32-3 
(H.Rept 95-951) 

Full House passed H.R. 11274 on Octooer 14, 
1978 by voice vote and without major acendiaents. 
After passing HR 11274, House substituted its 
provisions for S.2539. 

Senate agreed to House-passed version of S-''539 
by voice vote on October 15, clearing measure 
for President without a conference. 

&nator Randolph. If a more equitable reduction in schedules for 
Fell grants is developed, how would an algebraic formula work in 
place of the existing formula? 

Mr. Martin. Senator, I think the purpose of the existing formula 
in concept I think, is a good one; I think it is an issue that you all 
looked at last year when you were going through the reauthoriza- 
tion. 

The primary purpose in the legislative history behind the Pell 
grant program has been to provide access to lowest-income stu- 
dents and it IS a need-based program that has always insisted that 
the money be targeted that way. 

As you well know, in 1978, with the passage of the middle-income 
assistance bill, which the committee worked hard on and support- 
ed, we were able to extend some of those benefits to middle-income 
tamiiies who also had been hard pressed because of the impact of 
inflation. So now we have expanded this and there are differences 
in terms of how it should be done but it seems to me that as long 
as this formula is developed, a forn>ula that the neediest students 
are protected and you work a cur/e up to the less needy, and if it is 
necessary to cut back, that those that have tiie most ability to pav 
tor tkeir education will be the first to be reduced and the ]p«cf thM 
uavc tne aDUity will be protected, I think that is what you have 
attempted to do. 

Senator Randolph, You knbw, I wish I could be enthusiastic 
about, you know, what we n.si going to be able to accomplish. That 
IS what concerns me very much during these days and this weighs 
heavily on me. ^ 

Mr, Martin. We certainly share your concern. I do not think we 
are enthusiastic about what we see coming forward and I am afraid 
a lot of people in this country are unaware of the impact that is 
going to hit them in a short period of time. 

Senator Kandolph. That is exactly true. That is exactly true. 
And somehow perhaps we have not given them that information or 
they have not understood it. 

But in order to sustain the guaranteed loan in school interest 
subsidy to meet the proposed cost savings, would it not be better, I 
ask you, Peter, and others, to base the loan eligibility solely on 
remaining need, at the same time, allov/ing for a percentage of 
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the loan to be used to meet part of the expected family contribu- 
tion? 

Mr. GossENS. Yes, sir, Senator; tha' is the position that I have 
attempted to express in our written statements, that a remaining- 
need concept, including a portion of parental contribution in the 
amounts that can be borrowed is, from our perspective, by far the 
better way to go. I say that as I look at the list of this subcommit- 
tee, and I look at the institutions that members of this subcommit- 
tee attended; not a single one of them, with the possible exception 
of the Naval Academy, not a single one of the institutions in our 
sector has a tuition and fees cost under $5,000, 

If you assume the $5,000 is your benchmark, if you will, for going 
to college at an independent college and university, where does 
that money come from? It comes from the parental contribution 
and it comes from student aid^and it comes from some students* 
earnings and, in some cases, a very limited number of our schools 
have endowment funds. 

We believe that you should continue to allow the parents or the 
students to borrow a portion of the parental contribution which is 
the current manner of th program, except right now in the pro- 
gram, you can borrow the full parental contribution. 

If you have to achieve savings, let us cut that 100 percent of 
parental contribution. 

We have suggested 50 percent but it could be something else; so 
that we do not throw the burden on the parents for 1 year, without 
a parent loan program operating and we maintain some access to 
borrow some portion of the parent loan, I mean, of the p— ental 
contribution, until we get a viable parent loan program. 

Senator Randolph. I thank you for that response, which I felt 
that you would make following your earlier statement. 

I only speak for myself at this moment, but I do know that the 
chairman of our subcommittee is very genuinely concerned about 
this problem and wants to do what he can in fashioning a legisla- 
tive proposal that apparently can stay within the so-called recon- 
ciliation mandate, but it may give us a chance to perhaps have a 
flexibility, which we ourselves will fight fur, while at the same time 
eive us some rigidity which thp j^Hministration <?f»eks. 

Let me ask off the record 

[Discussion off the record.] 

Senator Randolph. I do not want to tell you, of course, what to 
(Jo, but I think you can find some ways in which you can be helpful 
in these matters; and I think without directing you in any sense-- 
because I know your commitment to what we are doing — but you 
perhaps should stay up a little later and get up a little earlier to 
find ways to mount a program which comes not f/om Washington 
or organizations here, which are reflective of the members out 
there, but somehow or another can get that awakening out to the 
States and the college family, taken as a whole, which will begin to 
make itself felt here during these coming days. 

Do you think that is possible? 

Mr. Maftin. Senator, I do. I think one of the things that is going 
on that I would like to go back and comment on for a moment, that 
was alluded to before is, kind of the situation where we find 
ourselves. 
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Let me suggest to you what I think has happened. 
Most institutions, typically in the preplanning cycle, the students 
are planning for the following year what they ought to anticipate 
in the spring of the year. This has been an unusual spring for 
students and administrators to communicate because of the uncer- 
tainties. 

We had some assurances a couple of mouths ago that there was a 
compromise and one that we reluctantly accepted with the Secre- 
tary of Education in terms of the Pell grant amendments. We also 
at that time had tentative award letters on our campuses which we 
knew was coming and we reasonably believed, because of the 
people that we talked to, that everyone understood that there was 
no way you could change the gu^ranteed program without literally 
bringing it to its knees. So any changes would occur in probabl> 
October or later. 

So most institutions went ahead because of nervousness with 
students and gave them tentative awards based on their best as- 
sumptions. 

Now, we have sent those out. Siudents^have gone home; other 
students are assuming that they are going to have the money to 
show up for school this fall. When those students come back and 
suddenly when we discover this past week, with deeper outs be- 
cause, of .the Gramm-Latta amendments in the House, and realize 
that the actions of groups such as the Appropriations Committees 
do not only cut as deep as the President wants but go even further, 
to require $270 million more cut out of Pell grants, and other 
reductions in the program, i think that when this evidence and 
information finally gets out there to people, that you are going to 
get the kinds of responses that you are finding right now that 
should be happening; that there is a void. 

I do not believe it is anyone's fault. The only thing that we fear 
the most and we share your concern and can pledge to you that we 
will continue to work in the next few weeks, is that unfortunately 
by the time most of those people wake up and realize what has 
been done to them> that the case is going to be over and they are 
going to have to live with those kinds of consequences for a whole 

J • 

In the meantime, that means that literally millions of families 
are going to have to forego or alter the education plans of their 
children. 

I also think thac you are going to find in certain institutions 
across this country that it is going to have a devastating effect on 
their fall enrollments; that it is going to place them on the brink of 
going under, and you are going to find in communities that where 
the dollar in this country rose over three to four times in the year, 
that suddenly the business communities in those districts are going 
4.0 ^\\\^ K is> au cconoiiiiL dibastci because they failed to realize not 
only our long-term capital investments but the short term that it 
plays in our whole economy. 

Senator Randolph. Do you think NBC and ABC and CBS would 
carry that statement? 
Mr. Mahtin. I would certainly hope so. 
Senator Randolph. I wish they would. I wish they would 

ERIC 
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The cuairman has asked me to conclude this hearing and, for 
him, I express appreciation for the members of the committee, 
particularly for himself and in thanking you, in which I join, for 
the information contained in your testimony. 

'At this point I order printed all statements of those who could 
not attend and other pertinent material submitted for the record. 

[The material referred to follows:] 
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STATEMENT OF SENATOR QUENTIN N. BURDICK 
BEFORE THE EDUCATION SUBCOMMITTEE OF THE 
SENATE LABOR AND HUMAN RESOURCES COMMITTEE 
MAY H, 1981 

Mr. Chairman. I would hke to submit a, brief statement about S. 1108. which 
your subcommittee is considering today. My statement will summarize my views as 
weU as those of the financial aid community m North Dakota. They wi'l have 
more specific comments, liowcvcr. which I will deliver to the subcommittee in a 
day or two, 

_As_ youjnay jc^^^^ Financial- AKJ-Admmtstrator; and 



the N.ee Prctdent (for Student Loans) of the Pank of North p.kota came to Wa:»iington 
May 1st for a meeting I arranged with Department of Education officials, members 
of our staff and members of tie Appropriations Committee staff. At that time, 
the North Dakotans expresstTd very serious concern about the Administration's proposal 
for the Guaranteed Student Loan and about the way need would be assessed under 
that plan. 

Because so many studx^nts from farm and small busin'-ss families have family 
assets that make them ineligible for the traditional ,eed-based pro-^rams, the GSL 
has become a kind of "safety net." These students' families do not necessarily 
have adequate discretionary incomes. In fact, they often r ay h^ive negative nieomes. 
But their net worth is inflated by the inflated value of the farrt land, and when this 
fixed, non-liqui. asset is plugged into a needs analysis, it renders them ineligiole 
for need-based assistane-;. 

For such students, the GSL. because assets are not a factor in eligibility. ,s 
the only option. Others borrow that {x)rtion of expected parental contribution 
(•crived from the net worth of the farm. Still others, who must help out on the 
farm during the summer at no p^iy. borrow the amount they would have saved had 
they been able to work at a salnned }ob. 
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Under the Administration's proposal for the GSL. virtually all of these students 
would be incligibl<» for Guaranteed lx>ans. And under the needs analysis in the 1980 
Education Amendments, thcv w^uld be ineligible for the other aid programs as welK 
S. 1108, however, by relying on an tneome cap. would maintain GSL eligibility for 
many»of these students. For this reason, and also because it retains the interest 
subsidy, S. 1108 is a far superior vehicle for limiting the GSL than is the Administration's 
proposal. For the most part. 1 think S. 1108 is a good bill. Certainly, the North 
Dakotans at our May 1st meeting were relieved to hear about its provision*-'. 

1 see two remaining problems which i would like to bring to your attention. 
First. IS the needs analysis for students with family discretionary income over 
$25,000, Xhis^problcm^Eoe^LJ>eyoad„LhC ^SL 1 would hope, however, thai S.,110a^- 
will address it since it affects the method for determining need for all aid programs. 
The methodology puts the same weight on assets as does the Administration's original 
proposal, thus elimindting most farm nnd small business students from eligibility. 
For your informutior. I tini enclosing a chart prepared by the North Dakota Board 
of Higher bdncation showing adjusted gross income, farm and business equity, and 
he effect the new methodology will hiivc on expected parental contributions for a 
random s^impling of North Dakota stiKjcnts. The cffeei is dramatic, wnd it is solely 
because of the now assessment of farm and business ussets. 

1 would offer two soIlMoik to th problem. Fir'^t. include a waiver of tlw. 
H5sct offsets and n'iscssmcnts now in the law. This would tx? the ideal solution. 
However, if ii proves too costly, I would urge that the siilxjommittec lueliidc a 
progressive taxation or us^scssment system on form and business equity similar to 
the !>ystcm you have proposed for discTctionary tneome. Such a system takes into 
account relative fuimicinl strength and avsosK'*' it in a progressive manner. 

Tlic sfoond pro _m is timing. S. 1108 takes effect July I. 1981. just one 
month tx?forp many sctK^ol*« t>cgin 1 am eoncerned that this diangc so close to the 
t>eginning of school will lenvr many stixlents unsure of wlwt aid they will get. 
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Even worse, the changes vou will make in ,he needs analysis „,ay affeet the Family 
Contribution Schedule now tending before Congress. 1 feel strongly that changes 
must be made, but I would urge you to take ,;hatever steps possible to minimize 
the timing problems these changes will create. Perhaps strong report language 

directing the Department of Education to expedite approval of necessary forns and 

regulations would be helpful. 

In summary. I applaud the subcommittee's efforts on S. 1108. I think it is a 

good, workable bill. With the changes I have recommended in the method of treating 

«ssets. I t,elieve it will limit the GSl Program without eliminating from eligibility 

those students who need the program. 
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«0*TM DAKOTA 

or 



•TAT* CAMTOi. 

•tV«ARCK 



H«7 11, 1981 



Th« Honorable ftobart T. Stafford 
V. S. Smator 

5219 Dlrkaen Senate Office Buildlne 
ttaabififtcon* DC 20510 , 

^mx Seat cor Stafford: 

I have revlawed $. llOg «ub»ltt«d by you aaendlRn Section «2 
*it cbe Rlffaar Sdwraclon Aaendnentu of 1980. 1 a« forvardilir 
»y coonecvta to you for your information, and I x6qu©ftC that' 
r<H» tbe* a pert of the official record of tbc hca^inn 

ott tbe bill. }^ coMMota are generally reproaentative of tba * 
viewa of the taeV fore* on «r«««l*nr fisi»fir*ifi\ concerns ' 
tfMointed by tbe president of the State Aatoclation of StuA^t 
FinanoiaX Aid Adblalatr&tora . 

I find thet I an in general agrooaMtnr vith the proposal. Tha 
thruat of the bill aovM to the right direction and corrocta 
■f"^5%5!** P^'oMaaa of the Bducstton Mandraent* of 1930. I 
aboMld like to reepond to a few^f tbe apeciflc* of tlwi blll> f < 

X aarM ylth tbe concept of an "inccsaf cap" for tbe Guaranteed / 
Siuaeoe loan aa opposed to a ' Vo**ainin$ nead*' foruat . We bav« ! 
cbacked vlth the fitortb Dakota Stato Tax Departaant and 1 am ' ( 
owtfWrcabXe that a $25,000 cap viXl aaeqoately Q«at the needs f 
<ft the Mjori'iy of North Dakota faiillies. J ; 

I al^ a«r** thaf incluslim of social sacurity aducjitlonal ' / 
benefits and lOOX oir veteran benefit* la a reasonable approadb ^ 
^ 'P''^*^ * ftfcucMKiti ri#«d tor adoitionai ruods. 

VUk veinnl co tbe Needs Analyais AMw^ts. I Aiuin aRree 
^e^^eneral thrust of the proposal*, imt would siAnlt that ti/ef 
^.pot to far wasia^, specifically in rslation fo fartB/boslatss 
asMt^ • 

i \ 
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V\m rMovAl of hove aqulty In the Amemteentt of X980 vat an , 
attempt to v%pcmA to the condldexation of non- liquid e»i«t« 

?««<>»^*n*ly»i». Iho factor* that we apparent in the horn < 
equity •Icuatloo ate every bit at true for f tm/buaintts attetal 

k 

Ijiould like to tee e jtreeter conelderttlon glvtn to the treet^' ' 
•eot of f«r«/bueinett ettett thafi the A»endAentt of 1980 Rlve.^ 
?Vr* ^ ttrucnured In one of two waye: ^ 

O) Vrita the Imr to provide for a pn>wre««^ve allowance and ' / 
taxation fmev for farv/buelneet aetttt tlnllar to the oeehoA i 
e«pIo3;ed by the Jteiform Methodology. Such a tytteei irouXd expect 
leea fros « email operetlon and progrctelvely aore ee the t4vemf^ 
euelnttt ^owe. (2) Renovc referenctt to aeeet allowanctt aodf 
taxation retea froa the law and allow tht Secrettry to tet tuoS 
ratoa. tubject 00 tht approvU of Con/creee. Further, It ehouXd' i 
be epecifled that the ttttlng of tuch rttet thould be done la F f 
conaulcacion with a aroup eudT ae the Coalltidn«<m Stadtfnt' V ? 
Md that DOW recoMendt change to the (telforw Methodolony. X f ' 
prefer th*Me«fHi option. ' * {» 

1 agree with the Aatndsnentt thAt "roll beck" the chaORes to th*!* ' J 
treatment 6f the independent student to pre- 1980 daye. ^ ; 

)jy Mjor concern with the AaendmenCe it the pxopotcd effective *^ r 
with each patelni: day, tiedng becouet v^ii 
crucial to all typee of ttudente. firet titte end retumine.- \mt 
I12XI2^4^S?^r?w''"; i»pleeient new amendeents, the ectl^ii , 

!I?^!*Si?*i** .2* diebureeaent of loan fUnde ellC / 

f'^^frflj^^*'*^* ««»untt of tlii», XU of the upeet and ■ 
Uidjclelbg «tty wtlV preclude «ube tntUl nmibert of etudentt fxm 

!!SJ25!i2SL^?! «2E college thle fall. M\ 

reooaMOdHtlOQ la to «K>ve the effective date to October I, l98l-;»;?< 
tbu* iiaklci^ likely e far laore orderly trtntitlon to a new proKtea^^ 
^'^TS^f"*'^ ^t.***^? currtnt crop of students to hSi 

;!lI!f!5S*fK^^J uould not be the "tyttea" itself that would p 
preclude ^tliev fro« purtuinj? their posttecondary objectives ( 

U the AjNnt « July I date bt comet Umerative, it will becme > 
ebeolutely eatmtial to expedite the Lnlenentetlon of a procete] 
tytte« tor ttudent loant. Student t will not be In a poeitlon to' 
weit? aoi^thf or even lykt for for« approval, etc. ^ 

Sincej.^ It09 referi{So "adjutted family Income* at the ' 

?^ I eta attu«ln« that API will be dtfl«ea 

at it w4e prior to 1978. The definition tt thnt ti«e was as T 
coiiowil^ 

AlUUSTED Ck03S IHCOWt <fro» IRS ID40) 
Lett lOX of AGI 

Lest $750 X nuraber of txegptio ns 
ADJU S TO P AinL V tWCOHE 
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AsfiMiog thAt a iiidUr sytm would h% In plac« for GSL*», X 
voold tuggMt th«t r«ther than develop a ntv foxm^ the fom 
currently in piece be used vith addenda to bc^fuznlehed by the - 
etudent f inanciel aid adsinletratqr. Such eddenda could Include 
a copy of the 1980 Its lOkO or lOAOA, and en attaehMnt ^ [ 

incorporating the eboire celculetlon with pere&t eignaturee. Whll^ 
euch a procedure say not be acceptable on a contintiins beele, it - 
ie an exaaple of hew the proccee mif)\t be expedited for the 
ehort run. 

If t can be of farther aeeietance, please do^not hesitate to 
call upon 




CUrk J. Void. tHrector 

STUDEVT FIKAHCIAL ASSISTANCE FROGitAM 
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^txiHeh ^UtUs Senate 



May 12, 1981. 



The Honorable Robert Stafford 
Chairman, Senate SubcOnanittee on Education 
, 4228 Dirksen Senate Office Building 
Washington. D.C. 20510 

Dear Mr. Chairman: 

I am concerned about the potential loss of opportunity to * 
secure Guaranteed Student Loans which students from farm and 
^^0^ nnn^'f^^ families may suffer. If the needs base is dropped , 
to $25,000 in assets, as I understand is being proposed in the i 
Adminiatration bill, S. 1109, this will precfuSe such stSdents ' 
from participation in the program. 

S. IIOS, as outlined in your excellent statement in the 
record of Maj^ 5, is a far superior proposal for many reasons, 
but especially in that it recognizes the inequity of a needs 
base for student loans which includes the parents' assets as 
well as income. Many of our ranchers and small businesses in 
Montana and other^ rural states actually have had negative^ income 
in recent years. Frankly, they are in dire financial atraits 
in many cases. Denying their children Guaranteed Student 
Loans would be the last straw. 

> 

Senator Burdick presented the case well in your May 11 
hearing, and I fully support his poaition on S. 1108. 

I am also forwarding an excellent letter from the Montana 
commissioner of Higher Education. Vhile the thrust of the letter 
was against the recission of funding for Title 1, Part B 
the points raised by Comnissioner Richardson concerning the 
continuing value of the Title 1, Part B are very valid? aspecially 
in geographically large but sparsely settled states such au Montana, 

I realize the constrictions of the Budget by which yotiT"*^ 
Subcommittee is bound and certainly am not urging additional 
funds for the programs Dr. Richardson supports. I am hopeful - 
that the Subcommittee can provide language in S. 1108 that 
would permit Montana and similar states to continue these types 
of programs within whatever funds are available if it is their 
decision to do so. This would be in keeping with the Administra- 
tion s philosophy that education policy can best be decided at 
the state and local level, an ideal I support. 




erely. 



WAfHi^rm, o.C. 20SJ0 
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THE MONTANA UNIVE3»iTY SYSTEM 

» SOUTH LAST CjHAMCE GULCH 
HEUMiV MONTANA 9t620 

(40») 44t-3034 ^ 



coMMSsiOM^ Qf KKSHen EDUCATION ^ April 27, 1981 



Senator John Helcher 

1123 Dirksen - Senate Office Building 

Washington, D.C. 20510 

Dear Senator Melcher: • ^ 

I have discussed briefly with members of your staff ny concerns 
over President Reagan*s reclslon order of $12.8 million of the T1tl« I, 
Part B, Education Outreach program. It Is Inconsistent for Congress to 
spend almost a year and a half reviewing, studying, and debating the 
federal education programs they wish to support, and then come back two 
mwths later and approve a red si on order fro« the President to terminate 
a program so recently reauthorized. 

Before discussing the details of the Title I, Part B program, 
I would like to Indicate a very strong reason for Its continuance. The 
federal /stale partnership Is complementary to the philosophy of "state 
grants" which allow *the states to determine their priority needs within 
the federal goals and objectives Indicated In the legl^latlojt. The 
educational outreach program Is a very high priority In Montana because 
Montana's gedgrapl\y and population distrlbytlon^is unique. Not all of 
the students In Montana -are typical "18 to 24 SW o^ds. Many non- 



traditional students are located In rur^l areas where no posJ^econdary 
educational Institutions are located. 

Title I, Part B Educational Outreach programs outlines three 
distinct yet related progranjs: con^rehenslve statewide planning /or* 
improving access and retention; educational and occupational Information 
and counseling services; and continuing education- I would like to 
discuss each of these programs. 

»^ L ^ 

Co mprehensive Statewide Planning 

Tt^iC. federal funds avajlable for this program exclusive of state 
appn)pr<at1ons are the only funds that Montana receives for statewide 
planning in postsecondary education. The new education amendnents of 
1980 provide Montana the opportunity to develop coordinated plans for 
"improving access and retention"^ to postsecondary education programs for 
traditional .and npn-traditlonal students throughout the state. Needless 
to say. the size of Montana with its sparsely populated rural conwinities. 
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ttll I??h JS» ""^^^""y Pl«""«' Innovative delivery system. Couple 

ttree Driva^ CO 11'^* P"^"^ """^^ universities. 

wn^M^;? ♦ J*""" public- cowminity colleges, five public 

vocational-technical centers, and five emerging tribally controlled 
Indian coinajnity colleges, our task to plan effective utiliSaMon of 
scarce resoifrces is almost too magmoth to inagine. Financial resources 
^^rlTi''^ ^ comprehensive -stataride planningl^e-paP^unt iT2^^ 
Sfnl?i^'^/^i: i"™"^ to reasonable and sensiSirjl^s for thi 
coordination of pOstsecondary educational opportunity. *• 

Educational and Occup ational Infbmiation Services 

Montana has spent' tw and a half years of intensive olanninn anrf 
J^iri*?* °" ?^t''%"ucational Information CeSte? an 1 ?S^?io 

to we rural schools. 1 think now that the program is oi»ratlonal%t 
would be- disastrous to tenninate the federal support iS^Soino-so 
several thousand students will be affected in 20 or wre hioh fchools 
vocational-technical centers, and coninunity colle^s^closs thl state' 
who are using the infonnation network to plan their ca%e". 

The real damage would be felt by the small rural crhnnu ^^^k 
cojjld not be served with this infonn^tlSp Trl' Umt flXl Til e I 

™!?on ♦."S'*"^*/'* P»>'^"9 « subscription fee for the infor- 
mation, but the fees do not cover the costs of that delivery I' wp 

toifJSrS'??"' ^s?*** "^s" sdois «ui7,x,t ^*ibie 

dl.tH^J^ l^'tS"^,""^ Information would be available only to school 

?I o-a1 I ai^ab e'1o"'t2^*"'So^"" 1^.''^ ""^ °' the"n?2Ltion 

m?l,^l ?n"rc'oic1s*2 arcon&^^nt?. 

r,r««l!^^ll^"«*''^.^*!"^ Just one of general inforniation The 

n!M^n.i''l2r°'* the only source of InfonnatloTaboSt the 

nation's Job universe for students who have little jM2^n»«'hf w^ ' 
outside the narrow economy of the r^rSl c'^Ji*?]L^n^ich the} me. 

Continuing Education 

Since the initiation of the Continuing Education oroaram <n iom 

phL^H""^ ^'"'^ developments? » net2o?nf ilMe * 

•educational programs which meet the needs of rural Montana ciH«nc t 

efe eiJi "'^he'cX' d^h?"' ""'.t'V "^9" o^^Jcc'eli" 
excellence. The cttrwendable results have included: (a) solutions to 
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cowmjnlty problems, (b) the strengthening of the postsecondary con- - 
tinuing education network, (c) effective resource sharing among state, 
federal, and private agencies and organizations, (d) the development of 
ongoing self-sufficient local programs and, (e) outreach of educational 
opportunities to rural Montana. 

Two years ago, the Continuing Education program suffered ^ serious 
reduction in federal support. The present proposed financial reduction 
will resujt injts termination. This* action will have serious detri- 
mental effects upon the citizens of Montana and upon the postsecondary 
educational institutions in general. As evidence of the typical projects 
that have been supported, I have attached a list Indicating the title of 
the*projects that have been funded in Montana-over the past two years. 
Please note the efficiency of these programs as indicated by the relative 
si?e of the federal grants to the potential outreach indicated in the 
brief discription in the title. 

In consideration of the needs of Montana, I urgently request your 
support in deifying President Reagan his recision order on the $12.8 
minion for Title I, B Educational Outreaph under the Higher Education 
Act of 1965. Simply stated. Senator Melcher, if these funds are not 
available, these programs will have to be terminated. 

Thank you for this opportunity and if I can answer any of your 
questions, please feel free to contact* me. 

Sincerely/ 




John A, Richardson 
fonmissioner of -Higher Education 



JAR/tt 
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The College Board 

1717M»«MChii«ttt$Avenu«.NW.WMWnoton.OC 20038 
(202) 332-7i34 



statement 
by 

Lawrence E. Gladleux 
Executive Director, VashingtoTj Office 
of the College Boa^d 



S, 11 08" "Student Aid Amendments of 1981" 
and 

S. 1109— "Higher Education Amendments of 1981" 



Submitted to the 



U.S. Senate 
Subconmittee on Education 
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Cocinittee on Labor and Human Resources 
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Introduction 

Mr. Chairman, and members of the Subconmittee, thank you for the 
opportunity to provide testimony on the proposed changes in federal 
student assistance now before the Congress, particularly as proposed in 
S. 1108 sponsored by the Chairman of the Subconmittee, Senator Stafford, 
and S. 1109, as proposed by the Reagan Administration. 

The College Board is deeply conwitted to the goal of removing financial 
barriers to higher educati n through aid to students. The Board is an 
association founded in 1900 to facilitate the transition of students from 
high^school to college. Creation of the College Scholarship Serv-ice (CSS) 
as part of the Board in 1954 formalized the principle of awarding student 
aid on the basis of need and launched what has become known as "need 
analysis." Today CSS processes roughly two-thirds of all aid applications' 
nationally, and, under the system of Multiple Data Entry (HDE), serves ^ 
approximately 60 percent of all Pell Grant applicants. Close to 5,000 
colleges and universities and more than 35 states use the forms and services 
of CSS in awarding need-based aid to their students. 

My'rcmarks here grow out of data and analysis^by the Washington Office 
of the College Board. They do not necessarily represent the views of the 
nwre than 2,000 colleges, secondary schools, and school systems that com- 
prise the Board's membership. The Washington Office conducts research on 
public policy issues in education, focussing especially on postsecondary 
finance and programs designed to broaden access and choice in higher educa- 
tion. As federal and state student aid has grown in recent years, we have 
built and maintained an independent capability for policy analysis. 
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Most of remarks are directed at the issue of student loans and are 
based on a paper we have recently completed. "The Guaranteed Student Loan 
Program: Optiors vfac,^Controll iVig FedeVal Costs While Preserving Needed 
. Credit for College." A c^ of the paper is attached. I will'also address 
selected issues in need'^analysis., ^ 

For over 15 years, the pritnary objective of federal student assistance 
has been the promotion of equal educational opportunity--ensu.-inc that no 
student would be denied access to postsecondary educa^tion for lack of 
money. tSradually, and particularly since enactment of the Middle-Income 
Student Assistance Act of 1978 (MISA,,), federal policy has been broadened 
to provide aid not only for^he neediest but for middle-income families 
as well. ** 

T^ow, after years -of expaVision, cost-saving changes have been mandated 

in the two major federal student aid programs. Guaranteed Student Loans 

(GSL) and Pell Grants. In making thasi chapips. Congress and the hjgher 

education coirniunity face three challenges. 

• First and foremost is to preserve the cornerstone of 
federa policy in student assistance--equal educational 
opportunity. When evaluating proposals to save money 
under the Pell Grant and GSL programs, the question 
should be asked: What impact does a given proposal or 
set of proposals have on the neediest students? 

^ t A second challe/ige is to avoid unnecessary disruption of 
i the student aid delivery system, which depend^^ on care- 

V ful coordination among public and private authorities 
as well as institutions of higher education. Public- 
private partnership has been a hallmark of the student 
aid enterprise. Any decisions that would alter the sys- 
tem must allow for adequate lead time. Otherwise, the 
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college-gcing and eollege financing plans of millions 
-of parents and students may be seriously jeopardized., 

• A third challenge is to^ control costs in such a way as 
to preserve the essential balance among the major 
federal student aid programs. . In 1978, HISAA made all 
< students eligible for GSL, regardless <^f incomev Since * 

. ^ ^# then, costs in the program have more .than tripled^ and 
are likely to reach $2.5 billion in FY 19§1. Left^ 

• changed, the program is projected to rise to .as much 

• as $3.5 billion in<osts in FY 1982. Because the program 
operates as an entitlement, obligations must be met by 
the federal government, regardless of the" tojal cost. 

The danger is that mandatory GSL costs wil.l claim a 
larger and larger share of available federal fund5 for 
•* higher education with l|ss and less>}*ft for the dis- 
cretionary, need-based student aid programs, ^particularly 
PelUGrants. We hope the subc^trmlttee will keep this 
potential trade-off in mind ?s it makes its decisions^ 

Guaranteed Student Loans (GSL) 

TheJ?eagan Administration and the "Senate' in its Reconciliation re- 

solutioh propose three major changes in the GSL program. 

« ^ 1? 

• Eliminate .the in-schoo) interest subsidy on all new loans^ 

, • Limit eligibility for the new, less subsidized loans to 

the amount of a borrdwer's demonstrated financial need. ^ 

• Charge a market rate of interest for the recently authorized 
parent loan program. 

' The Administration intends these changes to affect loans made on or 

after July 1, 1981, while the Senate Budget Committee assumes an October 

1, 1981, implementation date. In addition, th^Reagan plan would ban the 

Student Loan Ha»^keting Association--d government-sponsored private cor- 
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poration. which serves as a secondary market for the purchase and exchange 
of student loan notes-from*borrov(1ng through the U.S. Treasury to finance 
Its operations. 

In-school In terest SJbsldy . The In-school Interest subsidy Is the 
ont feature which has provided continuity in the GSL program since igSS*. 
While eliminating It would save approximately S300 million in FY 1982, 
- the burden of this change would falT most heavily on the neediest students. 
It Is these students and their families who would^ace the greatest 
difficulty In making paynents during school years. Llkjcwlse, if the in- 
terest were deferred, compounded and added to the repayment obligation, 
the neediest would be the most hard-pressed to handle the Increased long- 
term Indebtedness. ' 

Limiting Loans to Need. Prior to 1978, .eligibility for subsidized 
loans was restricted to those with an adjusted income of $25,000 (ef- 
fectively $30,000). The advantage of an Income threshold i that it Is 
easily understood and simple to administer. However, becauj. an Income 
cap allows for r,o adjustments for family circumstances, it is an Imprecise 
proxy for need. Borrowers are either eligible or ineligible for a sub- 
sidized loan depending on whether theic fanily^income falls above or * 
below the celling, regardless of other family and financitfl circumstances. 
In addition, a major flaw of a single i.ccme cap if it is applicable to 
^ all borr^ers is that it permits vi^rtual ly^al 1 students who clam to be 
ftnanclaVly independent of their parents to qualify for the subsidy re- 
gardless of what other resources they might have available. 

S. 1108, as proposed by Senator Stafford, retains the critical in- 
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school Interest subslcty and provides th&t families of $25,0^0 ur less 
Income would be eligible to borrow up to the maximum, while those above 
$25,000 would have their loans llnilted to remaining need. 

This approach remedies the problem of arbitrariness which an Income 
ctp creates for those Just above the Income level by taking Into considera- 
tion family size, financial circumstances, and cost of attendance. How- 
ever, It creates anomalies In treatment of families Just below the threshold 
and does not address the problem of treatment of Independent students, 
virtually all Independent students--who represent at least a third of the 
current GSL borrowers- -would continue to qualify on the basis of the 
$25,000 Income threshold, regardlass of other measures of need. And. 
^ven those families of $25,000 and below would still have to demonstrate 
that their Incoroe'^was below the threshold; thus some kind of minimum In- 
come determination woulcH be necessary. ^ 

A full-fledged needs test, such as proposed by the administration, is 
not without problems either. The greatest problem Is that U md/ discourage 
lender participation thereby dervyino loans to eligible borrowers. Increased 
administrative burdens, or even the same administrative burden but for 
smaller loans (and thus lower profitabillt) per dollar loaned), may drive 
some lenders out of the program, partlcula'ly small and medium size banks 
and some thrift institutions. Lenders remaining in the program may re- 
strict loans to their best (and more Ukejly wealthier) customers. In 
either case, the burden woUld again fall on the neediest. Moreover, while 
the majority of Toan recipients currently complete an application for 
student assisUnce, many do not. For example, graduate students. 
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who represent about one-quarter of GSL recipients, often do not file 
any financial aid forms, ' 

These concerns, however, are not insurmountable. For a need-based 
GSL test to work: 

• The educational in$t1tution-not the bank-should be re- 
sponsible for providing the estimate of need. (The ex- 
perience with the 1972 legislation strongly suggests that 
banks will resist perfonning any type of need analysis.) 

• A mininum loan amount shou.ld be set, such as $1,000, in 
order not to discourage lender participation. (Small 
loans cost just as much to process and adninis'ter, but 
with less return on a bank's investment.) 

• There should be a cut-off for ra'initrum need below which no 
loan could be made. (As with the ?tU Grant program, 
$200 is a possible threshold.) 

• Sufficient lead time- at least 90 days after enactment- 
is necessary to inform potential borrowers and lenders / 
of new conditions and ensure that the system is not dis- 
rupted.'' 

Moreover, the calculation of need under GSt does not have to be as 
complex or stringent as for other programs. An option which might be con- 
sidered is a simple index of GSL need which could include: 

• family income 

• family size 

• number of children in colle'je 

• all other forms of student assistance (including VA and 
student social security benefits) as student res^rces 
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Non^Uxable sources of IncQMe (such as AFX» social security retlrenent 
or Surviving spouse benefits) and value of family assets might be excluded* 

Since a majority of students participating In GSL file an application 
for other student assistance* the data Items for a simple GSL need calcu- 
lation are already In hand* and need not be filed again* Those who 
othendlse would not be filing an appl1cat1on--such as many graduate 
students--could submit a short application for a loan Incorporating the 
necessary data, along with a copy of the first page of an Income tax 
form for verl f Icatlon purposes. Finally, If a student Is Independent, 
the same data Items could be used* though a greater contribution might be 
expected from discretldnary Income. 

While Imposition of a needs test would not be without problems* it^ 
nay be the most workable option to control costs over the long term and to 
bar potential abuse In the program* Substantial savings could ^be achieved, 
as much as $300 mlUton In F-Y 1982 and over $1 billion by FY 1984* 

Parent Loan Program * If there Is to be a decrease In borrowing by 
students under the GSL p:%graffl, the newly authorized (ani less subsidized) 
parent loan program becomes all the more Important* The Administration 
proposes to Increase the Interest rate on parent loans from 9 pe/cent to 
prevailing market rates of interest. No special allowance would be paid 
to< lenders, leaving only the federal guarantee against default, death, or 
dlsablll^* In ali Mkellhood, the Reagan proposal would^effectlvely 
negate the parent loan program, since lenders appear 4*eluctant to partlcl- 
'pate without a government payment that assumes a yield linked to changes 
over time In general Interest rate levels** 
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the other hawf, the proposal In S; n08 by Senator SUffcrd to 
. • tocrease the parent loan- interest rate from 9 to 14 percent 1$ probably 
^ sufficient to aalnUIn Tender Interest w..ile also avoiding the potential 
for excessive borrjidng or abuse of the program. 

Othc* Option s for Saving. Additional savings might be achieved by a 
- 'further increase (to perhaps 10 or 11 percent) in the interest rate 
^ charged to student borrowrs. eMs*r!»tien cf sea cf tf:s,currcMt prurSiiuns 
^ that allow students in specified circuKtanios to defer repayment of their 
loans, and modification in the special allowance fonnula that governs the 
rate of return to lenders. 

Effective Date. Both S. 1108 and 1109 propose an effective date of 
July 1 with the aim of trimming lending this suBwer, when GSL volume is 
traditionally. heaviest as students arrange loans for the fall tenn. 

Past experience, however, suqgestj that such a short tiaetable risks 
chaos in progras. operations. Implementing any type of need requirement 
-cannot be done overnight. Even an arbitrary income cap requires that some- 
one determine, based on individual applications, who is above and below 
the cap.^ Final congressional^ action on the reconciliation bill which in- 
cludes the mandated changes in GSL will tiot occur until July. 

Host students and their families are now making arrangenients for 
college attendance this fall. Further changes in the student aid system 
this suBwer will be highly disruptive for students, their families and 
institutions. Earlier this year, the Administration froze the processing 
of Pell grant applications creating a backlog and delay which is still be- 
ing cleared. 
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The coiwltnent and professional isn of thousan<£s of *student aid per- 
sonnel on caapys has enabled the student aid delivery system to weather 
constant change in recent years, but the system Is not Infinitely malleable. 
Changes in Need Analysis 

Buth S. 1108 and 1109 include anendnents to Section 432 of the Higher 
Education Act, which specifies criteria for need analysis under federal 
student aid programs. I will focus on a few of the major proposals as 
well as address the problem of farm assets. 

Assessment Rate on Discrfetionary Income . Both proposals 
authorise the SecrcUry to set the rate at which family discretionary in- 
come will be assessed In arriving at the family's contribution to the 
student's education, rescinding the 14 percent set in current law (for 
families up to $25»000 income). However; the Stafford bill explicitly 
calls for a series of rates while the administration would aUow the 
Secretary to set either a single rate or a series of rates. 

The "tax rate" on discretionary income for detemlnino academic year 
1981-82 awards is 10.5 percent. Under the 1980 Amendments, this percenUge 
would increase to 14 percent beginning in academic year 1982-83 for families 
up to $25,000 income. In order to achieve savings In FY 1982, however. It 
Is our undersUnding that the Department of Education would like to set the 
tax rate (if a single rate) still higher. The Mgher the rate, che greater 
the burden on lower Income famiUes. Likewise, a lower rate allows higher 
Incorie families to contribute less, contrary to the Administration's goal 
or targeting aid on the neediest. 
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Although it is more difficult to devise, a series of progressive 
rates is fairer and still allows the executive branch and the Con^rfss to 
adjust the rates consistent with cost savings requirements. Our office is 
currently attempting to estimate the effect on costs and students of dif- 
ferent tax rate options. 

Home Equity and Assets. The 1980 Amendments removed from considera- 
tion in detenainino need the equity in a family's hcxnc {or "single 
principal place of residence"). S. 1108 reintroduces home equity as part 
of a total asset reserve of $25,000, as was the case prior to pa^ssage of 
the 1980 Anendisents. The Administration does not propose a change in this 
regard. 

As the subccraraittee well knows, home equity has been a bone of conten- 
tion for many—particularly those from areas of high real estate values— 
wh6 view the family home as a non-liquid asset which should not be used in 
assessing a family's ability to pay college costs. 

Excluding home equity entirely, however, as in current law, not only 
increzses costs substantially (by roughly 5200 million) but also discriminates 
against renters. 

The attached Tabla 1 illustrates the relation between family income and 
hc<ne equity and the relationship of home equity to total assets. The 
average home equity for a family with income of $20,000 is roughly $24,500. 
The average value of their total assets (including home equity) is ap- 
proxinsately $30,000. For a'family with $25,000 income, the average home 
equity is close to $27,000 while total assets are approximately $34,000. 

These data may be helpful to the SubccxnnUtee as it grapples with this 
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sensitive Issue. Unfortunately, even a modest Increase in the asset 
reserve above the $25,000 level provided in S, liOS bears a price. For 
exanple» a total asset reserve (including home equity) of $35,000 woutd 
add, by our estimate, approximately $95 million to Pell Grant coits. 

Farm assets. If the issue of home equity has been controversial, the 
problem of treating farm assets virtually proci^)ts a range war.* While 
neither S. IIOS or 1309 addresses fanr: assets, the issue has not gone anaj. 
Under current law, the first $50,000 in farm and business assets are ex- 
cluded from the determination of family ability to pay. As table 2 shows, 
on a national basis this is a reasonable level of asset exclusion. How, 
ever, national date masks the l4rge disparities in farm states. For ex- 
ample. Table 2 also shows that the average value of fajm/business assets 
of a $15,000 income family in North Dakota is approximately $75,000, and 
in Iowa approximately $84,000. In both cases, the families' assets would 
virtually knock them out of the Pell Grant program. 

One option to deal with this problem, which is used in the Uniform 
Methodology, is to set a progressive schedule for including farm and busi- 
ness assets In the determination of family financial strength. 

Treatment of Independent Students . In recent years, the number of 
students qualifying as independent of parental support for purposes of aid 
eligibility under federal rules has risen substantially. At the sarr* time 
the treatment of their income and assets has been liberalized by Congress. 

A persistent concern has been whether students (and their parents) 
have manipulated the system and established independent status prematurely 
In order to take advantage of higher award levels. Many campus aid adminis- 
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trators have become increasingly uneasy with the growth of independent 
student eligibility and the prospect of "still further liberalization under 
the single federal need analysis system mandated by the 1980 Amendments. 

The Stafford bill would essentially revert to the pre-MISAA authority 
for the Secretary to set regulations governing the treatment of assets 
and Income of independent students. This seems the most sensible soHtion— 
for the 5?ascnt cc penrilt tliTic for cdreful retninKing of a very complex 
issue. S. 1108 will provide the necessary flexibility in regulations to 
try to account for the varying circumstances of independent students. 
Self-supporting students defy dny simple categorization. There is a major 
difference for example, between a single, 18-year-old, full-time indepen- 
dent and a married 30-year-oid independent with one or more children 
attending part-time, (In 1980-81, there were approximately 1.6 million 
Independent Pell grant applicants, roughly half of whom were 25 years of 
age or over, and half of these with a/amily size of 3 or more.) 

The Subcormittee may want to provide the Secretary with some guidance 
in the treatment of independent students, particularly those with depen- 
dents, which assures that regulations. will be equitable. 

Timing of Changes The 1980 Anjendments to the Higher Education Act call 
for a single need analysis system to be implemented along witli^a single 
application form for both Pell Grants and the so-called campus-based 
federal aid programs beginning in adademic year 1982-83. The Department 
0^ Education, r.Twever, is far behind schedule in developing rules to set up 
the new system, in part because of the change in administration and in part 
because of the inherent complexities of need analysis, it may soon become 




206 



problematic whether or not the new system can be implemented for 
academic year 1982-83 without throwing the financing of students and 
institutions into disarray, a hardly welcome prospect following the un- 
certainty that Is still unresolved for academic year 1981-82. The Sub- 
coflinl^tee may wish to monitor closely the progress of implementation in 
this area. In light of the steadily increasing pressure to find additional 
places to cut the budget, it is worth noting that a one -year delay In 
implementing a consolidated federal student aid delivery system would 
yield a modest cost saving. 

Thank you for the opportunity to submit this statement on some of 
the critical issues before the Subcomnittee as it confronts the difficult 
task of revising and triirwing the costs of student aid programs. I 
should be glad to provide any further information or analysis that might 
b^ helpful. 





TABLE 1 

Hocne Equity and Total Net Assets by Family Income 
for Dependent 1980-81 BEOG Applicants 

TABLE lA; Hotne Equity by-Incotne 

INCOME: 10 4,000^7^00 7,50 0-10,000 IMOP^U.QOO 12.000-15.000 1 5.000-20.000 20.000-25.000 2S.00000.000 30.OOO-3S.OOO ??.Q99lIQML 

^-fi 6-9 5.8 9.3 16.7 17.2 13.9 8.9 9.6 100.0 

AvgAmt $22,594 $14,498 $16,771 $19,116 $20,629 $21,718 $23,319 $25,628 $28,323 $31 ,457 $39,008 $25,174 



I Table IB: Tot^il Hot Assets by Income 

^ INCOHEr SO:^^ 4>7/500 7,500-10.000 1 0,000-17.000 12.000-15.000 15,000-20.000 20,000-25,000 25,000-30.000 30.000-35.000 35,OC>-40.000 40.0OO> TOTAL 
d%01st. 7.6 11.2 8.4 6.6 9.7 15.7 14.8 11.5 7.2 3.9 3.8 100.0 

IgAvgAmt $16,272 $13,113 $17,896 $20,793 $23,794 $27,979 $31,886 $36,261 $41,390 $49,509 $74,604 $28,797 



Source: U.S. Department of Education, Office of Postsecondary Education,^ 3rd quarter BEOG Applicant Statistics 
Jfote: Totals may not add due to rounding. 



TABLE 2 

Net Average Asset Vilue by Income 
(National, North Dakota, Iowa) 

HATIONAt 

Income SO 1-4,000 4,000-7,500 7,500-10,000 10,000-12,000 12,000-15,000 15,000-20,000 20.000-25,000 2 5 ,000-30,000 30,000-35.000 35,000* TOTAL 

F»r«/Bu$, VaTu«~ $111,640 WtTW $34,721 $31,523 $3r,930 $31.973 $35,107 $36,734 $41.524 ^07517 — 5H5^i42.530 

Total ' $133,336 $61,066 $54,764 $55,711 $57,843 $60,241 $65,193 $70,791 $79,643 $88,712 $146,425 $74,470 



HOfiTH DAKOTA 



Income 
F»m/8u$. Value 
Total 



1-4.000 4,000>7.a00 7,500-10,000 lu,000-12,000 12,000-15.000 15,000-20,000 20,000-25,000 25,000- 30,000 30.000>35,000 »35,00O* TCTU 



$92l399 iSl.SSi $118,396 
$202.745$111,783 $110,105 $137,549 $89,571 



$97,021 



$103,114 



$134,956 



$126,044 



$131,084 



$32i.733 $U0.361 
$300,324 $02,161 



lOUA 

Inco(He $0 1-4,000 4JK)0-7^00 7,500-10,000 10,000-12,000 ! 2, 000- 15, 000 15,000-20,000 20,000-25,000 25.000>30,000 30,000-35.000 35.000* TOTAL 

' Firw/eus ^aTi3e $222,894 OTITST $90,169' $73,286 $68,421 m:m T&lMl $97.765 $577711 5101.900 $T55TW fi04.357 

Total $24C.741 $99,738 $109,827 $94,458 $89,469 $107,382 $111,853 $122,711 $130,821 $139,007 $236,446 fi31.36l 



Source: U. S. Oepartaent of Education, Office of Postsecondary Fducatlon. 2nd quarter BEOG Applicant Statistics. 
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Approximately three million postsecondary students now borrow through 
the Guaranteed Student Loan program. The dramatic expansion of this. program 
since 1978 has altered patterns of hnancing higher educatic.i, for both 
families and colleges and universities. 

Now, in the drive to reduce the national budget, the program faces an 
uncertain future. The loans are made primarily by banks, but are guaranteed 
and substantially subsidized by the federal government. Direct federal costs • 

nll^f :^''?/?u*'^^^°y^^J^ '*'^^^^?" could exceed $3.5 billion 

next year If the eligibility requirements and terms of the loans were to remain 
unchanged. The Reagan Administration, however, has proposed major alterations. 

congress must decide how quickly reforms arc to be put in place and how 
much money must be saved in the near term. The task is compHcated by the 
fact that the program operates as an entitlement and most federal expenses 
ssociated with it are dictated by obligations on loans made in prior year:. 

The challenge is to refocus student loan palicy and curb federal costs 
without jeopardizing the program*s essential function as a source of crpdit 
for students who need It. 

This paper examines the Reagan Administration's proposals and focuses 
attention on alternatives that may be more workable. It analyzes a variety 
of proposals in terms of the estimated cost savings and potential effects on ^ 
the supply of and denand for student loans. Background is also included on 
the history of legislative changes and causes of growth in the program. 

Arthur Mauptman, a consultant to the Washington Office, drafted most of 
the paper. William Viin Ousen contributed expertise on the issue of need 
analysis. Robert Hartman of the Brookings Institution, officials of the 
Department of Education, and Congressional staff provided helpful conwents ind 
criticisms. 

The Washington Dfficc of the College Board conducts research on public 
policy issues in postsecondary education. Results are shared with the member- 
ship of the College Board, federal and state policymakers, and other researchers. 
Grants from the Ford Foundation have enabled the Dffice to build and maintain 
an independent capability for policy analysis. 

The work presented in this discussion paper, however, does not reflect a 
policy or position of the College Board, nor any endorsement by the Ford 



Foundation. 



Lawrence £, Gladieux 
Executive Director 
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ini PROGftAH 

The Guaranteed Student Loan Program (GSL) has become a principal\eans 
for helping students and their families meet the rising costs of higher 
education. The explosive growth of this progrcm during recent ^ears, how- 
ever, has also made it a prime target in efforts to cut the federal budget. 

The loans are PAie primarily by commercial banks but are guaranteed 
against default by the federal government in conjunction with sfate agencies. 
Students enrolled at least half-tine may borrow at below market rates of 
interest (7 percent prior tp January 1. 1981. 9 percent for new borrowers there- 
after), and repaymeht of principal does not begin until the borrower leaves 
^school. Loan limits are $2, SCO a year for underyraduates and $5,000 annually 
fbr graduate students. The' government pays the interest during the school 
' years and^for a short grace period afterwards. In addition, lenders receive 
a federal payment, "a special allowance," to compensate for the difference 
between the statutorily set interest rate and market rates of return. ' 

THE ISSUE 

Since 1978, when students from all income levels became equally eligible 
• to receive subsidized loans, lending has jumped from S2 billion to a possible 
$7 billion in \hc current year. Approximately three million students are now 
borrowing imder the program. As loan volume has shot up, so have federal 
expenses associated with the program— th/in-school interest payments, special 
allowances to the banks, anc* default (plus death and disability) claims. Costs 
have more than tripled .in three years and are likely to reach $2.5 billion in 
fiscal vear (FY) 1981. If the program were allowed to continue unchanged, 
lending volume in fiscal year 1902 would probably exceed $9 billion, and 
federal costs might reach $3.5 billion. 

• Over the past dozen ye^rs a series of legislative changes designed to 
maintain GSL as a r^liabU fource of student credit has helped to fuel the 
increase in loan volume and federal costs. High rates of default--especially 
during the mid- 1970s --have aUo inrrpas^d program expenses. Recentlv. the 
greatest budgetary drain has been soaring market interest '•atos. which trans- 
late into larger special allowance payments to lenders. Of the $1.7 l)illion 
growth in annual GSL expenditures between fiscal year 1978 and tiscal year 1931, 
almost half is attributable to the increased cost of money during that time. 
(See AppendiXrA for a historical review of the growth of GSL vol.w« and costs.) 

Current GSL policy- -nterest-'ree loans to all borrowers while in school 
rega.rd1ess of their own or their family's financial circi/mstances--is under 
attack. The major ool icy questions boil down to these: 

• Which st(jdents, if any, should be eligible for ttie in-school 
interest subsidy? 

• How much should students or their families be eligible to borrow 
at below market rates of interest? In particular, should parents 
be able to substitute low-interest loans of convenience for what 
they are reasonably expected to contribute to their children's 
educatioo? 
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• TH£ REAGAN PRQPQSAI ^ 

««ii»!''n ""O*" Administration's riccxronded refoms for GSL. which dosclv 
follow President Carter's final budget proposals, would: ^ 

• Eliminate the in-school interest subsidy on all new loans. 

• Litait eligibility for the n«w. less subsidized loans to the 
amount of a borrower's demonstrated financial need. 

• n!;^Pn? ? '^'■^'j" --^'e °f ""ercst for the recently author.ied 
parent loan option > ,aer the program. 

f„ J'''^'"'"'' 'he Reagan plan would require Sallie Mac to shift cntirclv 
to private sources of capital sooner than planned u'ndcr current mi si aUon 
This governnent-sponsored private corporation, which serves as a s'econdary 
market for the purchase and exchange of siudent loan notes, currently relies 
on bo'-rowing.through the U.S. Treasury to finance Us operatiflns • 

«,„ d'' ^""^f ^"'P?''' Congress and implemented on the proposed srhcdule 
JJthoS ^"^'''^ governnx;nt a great de^i of r^neyJ 

^o«U?i^n. r ^P'"' ^"rrcnt law and 

regulations. Future savings would be still larger. 

and bJFlFJ^^fTTWT-'^— 4^^"^-^^^^ tj!e'j;«u-,t of subside 

fDdba£^hjwcn^oiMrro^^^^ the jiroararTTtirbf fectHTTTIcly 

to be more rar-r ^ajgp^^nJoQKejUpjn^ Tnd deSaT,<rroFTtU<fen t'i ojns 
Ro-^npSTbTiUFe-Tifi^^ 

th al^L '■'f"""^-' '"e Paperwork increases and 

ier So?U? liwi"" ?«:=««' thereby increasing the ^dninistrative costs 
be unah ,M "° ^"^'^ "^"^ Potential borrowers Say 

h„ .HHm school or to 

ro^'lie'd2??:^'?be'sc"Sono"lrs°''''^''''" ^'l-*" 
TJe danger Is that studcnMoans would be d rastically curt ailed for 

decline by more than hafrnntscal mz under the Administration's plan, 
frorr the current annual level of roughly $7 billion. The Reagan proposa s. 
L'sLTJ;.,'r^ f'" Loan Program , 

iTnlln, ^""'ack In Congressional appropriations and the ' 

new parent loan plan has not yet (except in one or two states) gotten off 
l^\t\V", \ 'heir families cut off from GSL may not 

be able to fall back on alternative loan sources 
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THE HECESSITY OF BEFORH 

Continuedt open-ended Expansion of \iSl at highly subsidized cates is 
unlikely given the current budgetary and fiolitical climate in Washington. 
;4or§over, unless checked, the growth of GSL spending threatens to pose 
budgetary tr^de-Offs that could blunt federal efforts to equalize educa- 
tional opportunity. While most federal student assistance is subject to 
annual appropriations review and control, the GSL program is structured as 
an entitlewnt: th€» goverrenent is contractually obligated to make certain 
payments to lenders on each and every loan. The danger is that mandatory 
GSL expenses will squeeze other, need-tested student assistance programs in 
the search for what surely will be scarce federal dollars. 

V 

If the Administration's proposals would have unacceptable consequences 
for the millions of students and the hundreds of colleges and universities 
that now depei.J oq^ GSL proceeds, the higher education community rnust be 
prepared to offer other options f^r bringing federal student loan costs 
under control. * 

/ THE TIMING OF REFQRfl : * 
^ ^ SHORT -TEtmTE^US LONG-YgOuOGEl SAVINGS 

Policymakers must now decide how quickly reforms are to be put in place 
and how much money roust be saved in th^ near term. Their task is complicated 

^ictatecTby obligations on loans made in prior years and are largely non- . 
discretionary > * 

To save ^ney in tiie ci/rrent fiscal year and to maximize budget savings 
in fiscal 193c ^beginning next October I), the Administration wants its 
reform proposals to take effect in time to trim lending this su'frner, when 
GSL volume is traditionally heaviest as students arrange loans for the fall 
term. A July I rather than an October I implementation date could make a 
difference of $200 million in fiscal 1982 savings. 

Past expcri^nca* however, suggests that such an early timetable would 
risk chaos in proV^n operations. In 1972, legislation was enacted that 
would ^ave required a needs test for some students to receive a GSL. The, 
legislation was signed In late June, effective tor loans beginning July Y\ 
Lending virtually haltecJ that suimer as banks and government officials wrangled 
over how to implement the requirement. Emergency legislation had to be en- 
acted in August to permit the resumption of normal lending activity before the 
school year began, the needs test provfsion subsequently was permanently dropped 

Regardless of the precise date of implementation, the reality is that ' 
large-scale, short-term co st reductions cann ot be_acjT^i_ey^d tho^^^ ser iously 
disrupting the p lan s and decisions of both students and" institufions of higher 
education ? The fbcuT of i^eform should be on achieving effective, longer-term 
cost controls^ ' ' r 7^ 
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CHOOSING COST^ gjniHG AlTERNATlVgS 

90rie^^ strategies for controUfng GSL posts fall into one of tour cate- 

1) Make GSl less attractive to borrowers. 

2) Restrict student 'eligibili^ for loans. 

3) Reduce the rate of return to lenders. 

4) L1«it the voline of lending. 

Th« first tMO aiii prlBarily to shrink unnecessary or excessive student 
dwMnd for loans (though they night siwi uneously lessen banks' wlUlngness 
J^i^f^o^-fJ^L^^j!: ^ '^"^ Incentives ,nd oj^rtun t « f" 
lending, thereby affecting the supply of loans. (See Appendices B and C 
for a fuller discussion of various cost-cutting alternaitves and the esti- 
Mted savings that would result fro« theo.) "J?'™"' ana tie estl- 

\ d,^nl*'*i?*!i1?/'*!l "easures for reducing student GSL " 

\ i^ttt f^L'i^^ ?" attractive to borrowers by eliminating the 
^hi^fro^^fS L 'S?."' 2Sd <t would Unit eligibility on the 

SI VrJ^tJ^ f«*e»er. the unintended effect would likely 

be to prevent wror needy as mH as non-needy students frxw borrowing. 

<r"'hnnl"?Jjf''-eJ thls double-barrelled approach, .either eliminating the in- ' 

J c^JflS eligibility for subsidl2ed loanrwoild 
^Tn^ P""*^^ unnecessary borrowing. Thrust 

es^lciiii™"?hVf "1" " ^? ?"3an cuts, would still be substantia" 
IVJ^ ^V- '^""s spending by an esti- 

' ^I^^iIsIl '^'^ Sl.S billion in fiscal 

'"5' f"^!?' in-school interest-free feature is the less 
attractive or desirable alternative. The in-school subsidy i' the o" 
essential element of GSL that rAains intact W the orioinal TjiTTl. ic. 

^^^—^VU^L^ ""^ ^ ^° ^""^V'" "°ensiJe feature of tii? 

program, the drawfaaek is that the neediest students would be the ian»;f hard- 
P'^.n -- ■ ^"^i^" payments d uring their school years or least able to 
handl e the increased in a eoteaness if the interest i s deferred, conpounded. an d 

?{'■!!'' r?!^"' r^"?'^?^ Obligation. Mnrpnvpn. \4 h.,.,. M..iA. rVdiirr 

^S""!! additional paperwork associated with 

"'e^ef^subsidy. they are likely to allocate what loans they do 

• "i^e to their best (and wealthiest) custooers. Students who are less well- 
off Bay be squeezed out of the program co«ipletely. 

Stretching out the repayment perlod'fo.r borrowers with high debt levels 
and assuring alternative loan sources might ante' iorate'. but would not totally 
offset, the adverse consequences of ending the GSL interest-free feature for 

• needy students. 
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HtstHctlnq £11q<bnny Oft the Basis of Httd 



To control costs over the long tern Ind bar potential abuse In the 
progroi, the mst dlrect rewdy 15 to llslt eligibility. 

One wiy oi defining eligibility 1$ by family 1ncn«e, as was done be- 
forejig76. The advantage of an 1nco»e celling Is that It Is easily under- 
stood and $1*r^e to aMnlster* But an Income cap that allows no gradations 
Is- tn- arbitrary and lapreclse pro;^ for need. Borrowers are either eligible 
or Ineligible for the mxIm subsidized loan depending on whether their 
family income falls above or below ihe celling. An Income cap also over- 
looks a family's other financial resources or constraints, and it falls to 
rtcosnize the variability In institutional costs. 

In addition, a major flaw of a single incqoe cap applicable to all 
borrowers Is that It permits virtually all students who claim to be 
financially independent of their parents to qualify for the subsidy re- 
gardless of what other resources they might have available^ 

Another way to limit eligibility is to require an analysis of need 
which compares the student's cost of attendance to a systematic estinate of 
financial resources available to the student and his family. For GSl. an 
index of need could be used simply to identify eligible students (as in the 
ctise of an income ceiling); or it might also be used to measure the amount 
that 5 student could bcrrcw. If r^cd is us€d or,5y to identify eligible bor- 
rowers, it suffers from the same weaknesses as an income cap (except that It 
would be more sensitive to other financial resources and constraints and 
would serve as a better screening device for independent students). But if 
students or families can borrow only to the extent of their need, then the 
GSL subsidy can b<^ effectively targeted. 

There ere several argunents against requir.ng a need Calculation to 
determine the amount of a student's tliglMlity for GSL, First, to the 
extent that a needs test would require additional paperwork. It may reduce 
lender participation. The experience with the 1972 legislation strongly 
sugges'^s that banks will resist performing any type of need analysis. 
Second, many b^nks may be unwilling to lend to students with relatively 
small amounts of t)eed (of less than il,000 or so) because of the si In 
profitability associated with soiall loans. FInaMy, liiaiting a student's 
loan amount on the basis of need conflicts with a major function that GSL 
has .come to serve: enabling families to substit'jte all or part of a loan 
for what they might reasonably be expected to contribu te. 

These concerns, however, are not insurmountable. For a needs test to work 
In GSL: 

• There eust be sufficient lead time to Impleinent it properly and the 
educational Insti tution---^ t the bank--should be responsible for 
providing thv estimate oS hstd. based on the cost of attendance and 
the calculation of financial resources available to the student. 
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• Thres^Id loan limits should be introduced. For examolp 
students wf th less th*n J20O of need might be ineliSib e 'for 
a s^ldized loan while those with need of betw^ln fjoo 
$l.O00-ight be judged eligible S bor?o^ up Sll.OoS 

• The GSL need Mlculatlon should be less cocolex and i.« 

;f.i.4rs2t^ji,rifre^t'?r;s^^ 

const^SclSS^^^X^ trMiwl^g1j:c[Ji';.??o^!.:-'-^^^' - 

• To be s{i^)ler than other need analysis procedyres while 

[?e'?s 'I?fn!h?!!^!V^''fr«^^" f?nandaT!tSnJ?h, 
JS^i?v'. index miqht take into consideration a 

family s income, size, and the nunbsr of children in college, 
but leave out non-taxable sources of income and the value of 
faiaily assets. 

• y° ?^<^J"P^<"tion, there should be icultiple neans for 

S^e ''''''''' requirement. Hany students 

o?2p^ a-H n!i f?r«^/<"* purposes of scholarship and 

other aid programs will already have the necessary info" 
wtion on file with the ca«puS financial aiS offke oJher 
aon^nH.?!^- P^™*"*** ^o submit the first page of an 
ZTX.'l^^^^^^^^^^ the loan application 

• I" ?fH""'"*"5 the amount of need, all other foms of stude.U 

J^H tlJH"'*!"''!"^'"? student-related Social Security payr^nts 

«^""t'0"^^ benefits-Should be considered at 
financial resources available to the student. 

Enserinq a Viable Parent Loan Prograa 

Student borrowing based on need should be baclted uo by a viable narpntai 
loan option for families lacking the cash-flow to cover their expec^d con!? - 
'cc^an-/ IJo™ "'h'"^'^" i" «L borrowinr?hat-'iin""^' 

dlzSj S^* wre Important to ensure that (less subsi- 

dized! loans are ava lable to parents as well as independent students who 
find thnselves unable to borrow on the basis of their need). """"" 

Under the Reagan plan, parents who wish to borrow to replace oart or alT 
iJTlf rr''^ '^"^ contribution would only be^,e to do o TtVrUt 

and^ spider in^a^ r' "I't" ' 1'/""' I'SO 2!len^nts. 

ana no special allowance would be pa d to the lender In all likp]i.,nnH »mc 
proposed Change will effectively icill ch.nces irgetting th"p]rJnr'?oan*p?5g?a« 
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Off the -ground nationMlde. Lenders appear reluctant to participate without 
a govenwent.pajrwnt that assures a yield Jinked to changes over tine In 
general Interest rate levels. 

Alternatively, If the Interest rate for parental loans were raised to 
12 or 14 percenband the special allowance (albeit $«aller than on the 
student loans) continued, the current potential for "arbitrage" by parental 
borroMeirs would be curtailed without unduly deterring lenders from partlcl- 
patfng'^in th* new prograa. 



Regulating Supply 

While the Reagan plan is nute on the Issue of lender Incentives and oppor- 
tunities In GSl, a balanced set of reforms might Include measures to reduce 
the supply of GSL.as well as reducing borrower demand. For example, it may 
prove desirable to moderate tbe yield to lenders by altering the special allow* 
^nce payment fo^ 'a or perhaps gearing the formula to an index of profitability 
such as size of i lender's student loan portfolio. 

It may a3so be advisable to consider placing a limit on the amount of 
loans guaranteed and subsidized by the government in any given year, thereby 
providing a back«'.op should other policy reforms fail to result In sufficient 
reductions In lending activity snd program costs, limiting the volume of 6Sl 
lending, however, would alter the entitlement natui^ of GSL. Kore Important, 
determining which states, which lenders, and which students would have access 
to the limited federal guarantees^ and subsidies would Introduce considerable 
complexity and uncertainty into the administration of the program. 



The alternatives discussed here would not achieve savings of the magni- 
tude called for by the Administration. But the growth of the Guaranteed 
Student Loan* prograa would cc brought under control and the long- tens burden 
on the federal budget significantly reduced without undercutting necessary 
program operations. 

An index of need that determines both borrower eligibility and permis-' 
sible loan amounts is the most direct and reasonable way to control program 
costs and reduce excessive borrowing. The eligibility calculation should 
reflect the significant and real differences in the ability of families to 
pay for their children's education, yet be simple enough not to encumber the 
adilnistrative machinery of the program. Such a test should also recognize . 
that tuition levels among institutions of higher education do vary and that 
a Ugitimatc function of guaranteed loans is to enable students who choose 
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higher cost institutions to pay for that choice out of future earninas 
Annual estimated savings resulting from applying an index of need- even 
by vlsclrJeaSw! "I^-I^t"""-*""" exceed ji bllliSn annually 

,k». ^ntsi^st rate for parental loans to 12 or 14 percent 

should help to ensure that this new option isrnot abused, while slill oro- 

rhiiSIfr-, 5 !? '5 reasonably be expected to contribute to their 
t^ fu^Ll •■'"""on. Additional long-tem savings might be achieved 
^^Za V. "l"/'l''t P*""'''P' ^° " PS'-tent) in ?he interest rate 
charged to student borrowers, elimination of some of the current provisions 
that allow students in specified circumstances to defer repaint Sf thei? 

rrifMtrm''[i=?e"Se"rl? ''''''' '"^'^ 

f»ir WrSl!''*,'^T'"'^^ P'"°9""' -""St be perceived as 

bJ1»~ f^^f^r*^' a""'. taxpayer alike. Thech<.llenge now is to 

In/^. i f/"'?"" ""^ reasonable and workable-- to refocui thrprogram 
and curb federal costs without jeopardizing the important function of 
GSL as a source of credit for students who need it "'«■■•<"'' 
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APPENDIX A 
WHY HAS GSl GROWN? 



Under current law and reQulatlcfns (and assuming only a modest reduction 
Intemt JCfttei over tlicjiext^'earj, federal expendi tures for GSL in fiscal^ 
year 1981 will be approximately $2.5 billion,* and the figure in fiscal year 
198Z could exceed $3.5 billion, compared to $700 million as recently as fiscal 
year 1978. 

The growth of federal outlays has acconqjanied an enormous expansion in 
the annual volume of GSL lending. If jcurrent policies remain in force, over 
$7 billion of loans will probably be made In fiscal year 1981, a threefold 
increase in just three years, and lending may reach $9-$10 billion In fiscal 
year 1982, This trend ensures additional future expenditures since every 
dollar of new lending commits a string of federal payments stretching over a 
nuoter of years. 

Commitments on lo: .s made in prior years, in fact, represent most of the 
present annual federal costs of GSL. Of the $3.5 billion in estinated expend- 
itures during fiscal year 1981, approximately 80 percent— $2 billion— can be 
traced to loans made before the beginning of the current year. If no loans 
were mede at all during fiscal year 1^82, expenditures next year would still 
reach elmost $3 billion. 

There are three principal components of federal costs associated with 
GSl borrowing: ,^ 

a) While a borrower remains in school and for a short "grace 
period" thereafter, the federal government pays to the 
lender the interest on behalf of the student borrower. 

b) The federal government also pays to the lender a ''special 
allowance" each quarter to compensate for the difference 
between the statutorily-set interest rate charged to 
borrowers and a market rate of return; the payment is 
based on the total dollar value of student loans held by 
a lender. 

c) Lenders are guaranteed for both principal and interest in 
the case of death, disability, default, or bankruptcy of 

the borrower. This guarantee is generally a two-step arrange* 
ment in which state-authorized agencies enter into agree- 
ments with lenders » and the federal government then reinsures 
the state guarantee agencies, usually at 100 percent of the 
defaulted amount. 



*The official Administration figures are substantially lower, but seem 
to be based on unrealistically low estimates of interest rates and of out- 
standinq loans on which subsidies must be paid. The Congressional Budget 
Office (CBO) estimate for GSL current policy expenditures in fiscal year 
1981 is approximately $2<5 billion. 
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GSL Obligations- (in millions of dollars) 





1970 




Fiscal 


Years 








1975 




1960 


1981 


1982 


*In-Schoor Interest 


$103 


$230 


$249 


$ 445 


(estimated) 
$ 665 


(projected)* 
Si, 100 


Special Allowance 


$ 


87 


195 


820 


1.460 


1,800 


Guarantee** 


5_ 


120 


226 


279 


300 


400 


Total*** 


$117 


$437 


$670 


$1,544 


$2,425 


$3>300 



♦Estimates of f.xpenditures under current law. All other fiaures 
.rom Federal Budget Appendix or Department of Education. ^ 

h. I . expenditures for claims for death, disability, default 
or bankruptcy of borrower, net of federal collections on defauUed 



loans. 
*** 



includl P^nin< II 51 <gj"y lower than total GSL costs, which also 
include expenses for collections, computers, and administrative 
allowances to guarantee agencies and educational institutions These 
other dosts are approximately $50 million in fiscal year 1981 



Legislative Changes 

Art ,l°nl2VJ\''^ authorized GSL in 1955 as part of the Higher Education 
Act to provide incentives to private lenders to make loans of convenience 
primarily to students from middle-class families. Federal cos"" it was 

Quarfv'frr" ?^''" "'"rl-. ^^""'^ inco^ ie ^ $ 5.O0S would 

ou^rlnL ? '"-"'«'° subsidy and the federal government woSld 

guarantee the lender against borrow- - dpfa-U. 

Since initial passags, the legislation has been altered to: ensure an 
adequate ra e of return to lenders, make more students eligib e for he in- 
aaenc .'Ih''; ;'-°^'<'^g'-?^'" incentives for states to establ ish guarantee 
coulge ' Pcnnissible loan amounts to the rising costs of going to 




29 0 



«3-«l 0-81 15 
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The first substantive changes came in 1968. When market interest rates 
began to rise above historical levels. Congress increased the interest charged 
to student borrowers from 6 to 7 percent. It also created a shared federal/ 
state responsibility for the guarantee of loans: in states that established 
a guarantee agency, the federal governinent would cover 80 (tercent of the de- 
fault cost and states were to be responsible for the remaining 20 percent 
Where no state agency existed, the federal government would continue to insure 
lenders directly at 100 percent of the claim. 

In the next year, as market rates continued to rise. Congress provided 
for a special allowance to be paid by the government, not the borrower. Under 
this plan, each lender would receive a payment based on the dollar value of 
all student loans not yet repaid, the amount of the special allowance each 
quarter was to be set by a cormtttee of government officials, but was not to 
exceed 3 percent (on an annual basis) of the value of the lender's student 
loan portfolio. 

The Education A-Ttendments of 1972 created the Student Loan Marketing 
Association (Sal lie Mae)--a private corporation--and authorized it to borrow 
under federal auspices. By allowing lenders to sell or borrow against their 
student loan paper. Sal lie Mae was intended to encourage participation by 
lenders who otherwise might be reluctant to make student loans because of 
their relatively low yield and long duration. 

Also included in the 1972 Amendments was a requirement that students must 
demonstrate financial need before receiving a GSL, However, confusion about 
which students were subject to this needs requirement and insufficient time 
to prepare for Us implementation led to a virtual halt in GSL lending during 
the summer of 1972. In order to permit resumption of normal lending activity, 
enrergency legislation to suspend these provisions was enacted in August 1972, 
and they were later permanently dropped. 

In ig76, the income ceiling under which families could qualify for the 
federal m-schcol Interest subsidy was raised from $15,000 to $25,000* in 
recognition of the increase in the average income of parents sending their 
children to col lege, 

The 1976 Amendments also provided greater incentives for states to 
establish guarantee a.^ncies. based on evidence of lower default ratps on loans 
made under state auspices. These incentives appare/\tly worked; almost all 
states now have a guarantee agency and over 90 percent of all new GSL lending 
is now initial ly guaranteed by a state-authorized agency, compared to 60 per- 
cent in fiscal year ig76. 

Finally, the 1976 legislation made the special allowance more responsive 
to changes in market interest rates by tying it automatically to quarterly 
changes in the rate for 91-day Treasury bills. The formula that was adopted 



♦Income as defined for GSL eligibility made allowance for differences 
in family size and certain expenditures. For a family of four, the GSL income 
ceiling of $25,000 translated into about $31,000 of adjusted gross income, as 
defined in the tax code. 



ERIC 




223 




Note On Who Is Borrowing 



Since the passage of J;he Middle Income Student Assist- 
ance Act of 1978 and the elimination of the income ceiling 
for determining GSL eligibility, systematic information on 
the income of borrowers and their families is no longer 
available. The Virginia Education Loan Authority, however, 
is one agency that continues to collect family income data 
on its loan application form. The Virginia.data show that 
borrowing at all Income levels has ircreased substantially 
since HISAA, more than doubling in each income group. The 
expansion of subsidized loans since HISAA has obviously 
benefitted mny who were previously ineligible for the pro- 
gram (that is, their family income was above the $25,000 
cut-off). At the same time, it has benefitced many lower- 
income families, presumably satisfying a considerable pent- 
up demand that could not be met under the conditions that 
prevailed before 1978. 

The greatest proportionate increase in GSL borrowing, 
however, seems to have been in the higher-income brackets. 
In 197a. the first year after HISAA, less than 10 percent 
of the Virginia borrowers indicated family income above 
$40,000; the figure rose to 20 percent in 1980. The up- 
ward trend between 1979 and 1980 suggests that the well-to- 
do are becoming increasingly aware of their. newly estab- 
lished eligibility for student loans. Growing publicity 
about the program and increased investment consciousness 
during a time of continued high-inflation and high interest 
rates appear to be spurrin9 the trend. 
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But r^emoval of the income ceiling has had other effects as welK It 
has anov«d banks to drop the previous system of double bookkeeping for 
subsidized and unsubsidized loans. Perhaps as important, the dynamics of 
the 6SL application process have changed since students can now walk into 
a bank and apply for a loan without their parents being asked to provide 
financial information. Each of these factors has contributed to the growth 
of GSl lending activity since 1978. 

In 1979, to reflect the skyrocketing, Interest rates In the economy and 
to encourage lenders to remain In the program, the lid on the special 
allowance payments was lifted entirely/ Expanding ttfe special allowance 
has stimulated lenders to increase supply sufficiently to keep u? with 
borrower demand, which has burgeoned as- rising interest rates make the f^xed- 
rate GSL more attractive. 

In passing the. Education Amendments of 1980 after protracted debate. 
Congress responded to pressures tO'Curb GSL costs by raising the interest 
rate charged to new borrowers to 9 percent and shortening the grace period 
before the borrower begins repayment to six months. It also halved the amount 
of the special allowance on loans funded directly by state agencies that use 
revenue bond proceeds*. This last change addressed the problem of arbitrage, 
which had permitted some States to reap substantial windfalls at federal 
expense because of the difference between the market rates of return they 
receive on GSL and their low cost of raising funds through tax-exempt 4)onds . 

In recognition of the continuing increases in college costs, the 1980 
Amendments also raised the cumulative amounts that students could borrow in 
GSL. For undergraduates, the maximunt was raised to $12,500 from the previous 
$10,000 limit, aod ^total GSL borrowirg limits for graduate/professional students 
are now $25,000, up from the previous $15,000. Annual GSL limits remained ^ 
unchanged: $2,500 for undergraduates and $5,000 for graduate or professional 
school students. I^ addition, separate limits were newly established for under- 
graduate stutJents who are independent of parental support— $3,000 per year up 
to $15,000 cumulatively. 

The 1980 A'^^ndments also authorize a GSL option in which parents of de- 
pendent, undergraduate students can now borrow up to $3,000 per year ($15,000 
total) to help in the financing of their children's undergraduate costs. The 
interest rate for these loans is pegged at 9 perceht--the same as the stuaent 
borrower rdte--but repayment conwences within 60 days of disbursement. Thus, 
no in-school subsidy is available to parental borrowers. However, as with 
student loans, the federal government would pay a special allowance to assure 
the lender a jnarket rate of return. 

FinaMj, the 1980 legislation envisioned a much larger role for Sallie 
Hae in ,he collection and consolidation of loans from various sources, and 
in raising capital for state guarantee agencies. It also extended Sallie 
Mae's authority to borrow froirt the U.S. Treasury through the end of fiscal 
year ig84. 
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In addition to legislative changes, Increases In Interest rates and 
student default rates have also contributed heavily to GSL costs. 

Interest Rates 

. .u^^IIf*.^^*^^*^ allowance pay»iients to lender^ are now automatically tied 
to the 91-day Treasury bill r»te, when market Interest rates rise so do the 
obligations of the federal government. With unprecedented high levels of 
interestt special allowance payments have socrcd. 

...1,.^" ^^^"^ y"'' special allowance. payments will approach $1.5 

billion, an Increase of about $1.3 billion from fiscal year ig78. Total GSL 
expenditures have grown by $1.7 billion during this samb time period f 
Interest rates. Instead of soaring far Into the double-digit range, had 
remained at 1978 levels (when the Treasury bill rate averaged 7 percent), 
special allowance payments In fiscal year igai would be approximately $800 
million lower than presently estimated. Thus, almost half of the growth 
In GSL expenditures In recent years ($800 million of $1.7 billion) can be 
linked to the Increase in market interest rates and its effect on GSL special 
allowance payments. ^ 

Defaults 

During the m1d-ig70's, the growth in GSL costs was fjitled b/\he astounding 
increase in the number of borrowers who defaulted on their repayment obligations; 
the default rate climbed well above 10 percent of all borrowers entering repay- 
ment. Concerns about the default rate led to a set of remedies, including 
expansion of the corps of government collection agents, greater use of outside 
collection agencies, eligibility restrictions for institutions with abnormally 
high default rates, and a heavier reliance on state guarantee agencies (which 
appear to have better record of collections than the federal government). 

These efforts have, in recent years, resulted in reduced concern about GSL 
defaults. Expenditures for defaults have shown only moderate growth, as indi- , 
cated in the trble page 2. However, the Administration's fiscal year 1982 
budget estimates that default claims in fiscal year ig82 will nearly double 
over fiscal year igsi levels and that cleims related to death and disability 
will Increase eightfold. These estimates of growth in default-related claims 
derive mostly from the Administration's, assumption that parental borrowing will 
blossom to over $2 billion by fiscal year 1982. (Parental loans are assumed 
to be.suWect to much higher death an:^ disability claims than student loans for 
obvfous age-related reasons; defaults should occur more quickly because repay- 
ment begins immediately aftor di** ursement. ) 

I'Jie A<ta1n1strat1on*s prediction of parental loan volume, howeyer, appears 
overly high (especially if parents . e to be charged a market rate of Interest), 
and the default-related estimates aie, as a consequence, probably oversUted. 
If. on the other hand, the A<tn1n1strat1on*s estimates prove accurate, control 
of default costs may ag^in become a major public and Congressional concern. 
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APPENDIX B ' 
A DISCUSSION OF COST-CUTTING ALTERNATIVES 

Congress, In debating the 'Administration's and other proposals to 
'reduce GSL costs, w1)l want to consider the Impact of these alternatives 
on lenders, st dents* and educational Institutions. 

What wt tappen to the supply of loans and what Is the banks' tolerance 
for change? ^vudent loans represent only a small portion of the Investment 
portfolio' of most banks and It Is possible that additional paperwork or less 
profltabljlty will lead to a mass exodus of lenders from GSL. Many of the 
past legislative changes 1r. GSL have been In response to threats by lenders 
that tN!y were abou^ to pull out' of the program. Policymakers must also be 
cognizant that small banks wll) have a different set of concerns from large ^ 
lending institutions. 

If loan volume is reduced, which present borrowers will be unable to bor- 
row? Equity considerations suggest that to the extent that GSL Is subsidized, 
available loans should be targeted on students who need the funds. But many 
]enders» If forced to cut back, may well choose to give first priority to 
families who are. their best customers. And determination of need can be a< 
tricky bus1ness**1s a 9ldd]e-c1ass student attending an expensive private 
college more or less needy than ^ poor youngster going to the local community 
college? Proposals may vary widely in their effects on students at high- and 
low-cost institutions. 

Proposals may also be compared in terms of the short- and longer^range 
cost savings that would be achieved; the timing of cost reductions will vary 
among proposals. Some of the most reasonable and cost«effecti ve proposals may 
show little savings fintil five to ten years from now. How Important is it to 
achieve large cost reductions in the neyt year? 

Alternatives should further be evaluated on the basis of their admini- 
strative feasibility. Some past efforts to reform GSL, such as the proposed 
requirement of a needs test M ig72, failed because insufficient attention 
was paid to how the plan cduld best be implemented. Care must be taken in 
designing a plan that is w6rkable. Otherwise, the entire GSL program could 
come to a halt, as it dft2 in 1972. - 

Filially* if 1)0licymakers are bent'on proposals which could dranaticatly 
reduce GSL volume, they must also consider what alternative sources of lendinjg 
might be available for students and their families. Two loan sources are of 
particular importance. One is the National Direct Student Loan (NDSL) program, 
which since 1958 has provided federal funds to educational institutions for 
the purpose of staking low-interest loans to needy students. NDSL default rates 
however, are stibstantialt^y higher than in GSL« and current budget stringency 
limits the growth potential of NDSL, which depends on direct annual appropri- 
ations. Although the 1980 Amendments did authorize alternative NDSL financing 
"through federal borrowing, the proposed crackdown on federal credit activity 
greatly diminishes the likelihood that this borrowing authority will be 
utilized at least in the nextjew years. 
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. t .f'^''*' <s Pfental loan program 

iuthorJzed In the Education Amendments of 1980. But parental loans ^ re 

oi-^?!?- beginning to estab i? X bal? fo?" 

IwTt f rT'"ne;/'^"''*S"'*%"'*''P* ""'^ -^S^est growth t 

ln?^~r? rf?!. J' P-^'Pects "e further limited if 

fh. iUSfh"! "s'-cutting alternatives presently being suggested bv 

the Administration, the Congress, or other groups fall into one of the 
r?'i?'i''^J'J!??i:'"i GSL less attractive to borrwe?s; 2) Restrict 

nd S> Mm ^' '"e GSL rate of rTJS n to lender 

L?M ""S """^ 1="''"'9- The first two categories are aired 

'lllZuoi unnecessary or excessive borrower SeZS ?or oa« 

(although they might also reduce banks' willingness to lend.) The alter 
two wo,- d reduce the opportunities and incentives for lendin . hereby a - 
or i comMn ' "t "^^'i. ^"'H ^^"'^ """ie either sept ately 

U dSvSlnrl'SsL c'2?J-ct'?;nr;:c%a1^''"'"'"^^ '''''' 

JiKoJ/ag"if^?rP^^ 

i f h shortening the "grace period" after the borrower leaves school 

^"'h'.JH!''^ n!?JJTOnt begins: altering the provisions for the in-school interest 
subsidy; or eliminating existing deferoent provisions. interest 

^""S }280 'imendroents moved in this direction by increasing the interest 

sSould"h. flir ^".'l ^""^ »"99«' 'he ?n[ere t ra?l 

should be further increased to. say. 10 percent. Others would make the 
Interest rate vary with market condi tions--for example, charge Ttudent hor 

?M^nt„i''f:'"rr' ^"""•"^ <"• two Ver enLge po?nts 

Changing the In erest rate, however, results in very little cost sSS "gs in 
the next several years--lcss than S50 million anr.jal ly-unless the in-school 
subsidy provisions are changed as well. (Whatever chinge is made in the rate 
charged o the borrower, the combined government obligation f^in-school 
In s!h^ol j payments would be the same while the borrower remains 

th„ (iI"!^hJ^i''f I'^''?' interest rates, the Reagan proposal would eliminate 
.the in-school interest subsidy for all new loans. Banks ^nd borrowers would 
be eft to negot ate whether in-school interest would be paid on Tcurrent 

Sf ^o'^n^nt"' """J "'K'':'' t" the principal 

? . Pi^oPO"' woulif ""educe federal fiscal year ig82 costs by at 

i^znir^TtiTuir-' in"f?s^?^?^ 

there was an income cap on borrowers who could qualify for the in-sch:,ol 
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subsidy, lenders were reluctant to make loans which would require billing 
students individually for their interest oi)ligaticns while in school. Such 
loans represented less than 5 percent of total borrowing at that time. 

The option of capitalizing the in-school interest would probably not 
satisfy the cash-flow needs of inany lenders, especially small banks. A 
solution that addresses this cash-flow concern would be for the government 
to cpntinue providing lenders with interest payments while the borrower was 
In school, then have the lender reimburse^the government for these in-school 
interest payments, once the borrower's repayment period began. Cost savings 
to the federal government over the next several years, however, would be 
essentially erased. 

Aiso, many students may be hard-pressed tx) make interest payments during 
the school years, and if the interest is defer.red, 'compounded, and added to 
the repayment obligation, the resulting levels of increased indebtedness could 
be- excessively burdensome for some students. Some observers, in fact, believe 
that what the government saves by increasing the freight on the student bor- 
rower Ray be offset by increased defauTt rates down the road. 

One other method for reducing the attractiveness of QSL borrowing should 
a)so be mentioned. The GSL*''eg1slation permits' borrowers who enter into 
specified types of activities after leaving schcol--such as military service or 
certain types of teaching assignments--to defer beginning repayment of their 
loan, Usually for periods up to two or three years. During the deferment 
period* the federal goverrjnent continues to make in-school interest and 
special allowance payments. Jhe 1980 Amendments added to the list of activ- 
ities qualifying for deferm^nt^ provided for a grace period after deferment, 
and allowed borrowers under the parental option to defer their GSL obligations 
in selected instances. 

Some of these deferments now appear outmoded or unwarranted. (For 
example, why should parental borrowers be able to defer their repayment 
commitments?) While elu Inating all of the existing deferment provisions 
would save less^ than $50 million annually^ these implicit subsidies should 
at leas^be scrutinized as to their effectiveness, and modified or eliminated 
v*here appropriate. 

2) Restrict student eligibility for loans . Two principal ways for 
limiting GSL eligiblity are reinstitution of an income ceiling, or a require- 
neht that students and their families must demonstrate financial need to 
qual Ify for a' loan. " / 

If an income cap were reimposed at $40,000, costs id fiscal year 1982 
would be reduced by approximately $150 million, and by fiscal year 1984 the 
/ annual cost savings might be $900 million. Annual GSL volume might be 
reduced by 20-30 percent below currei.t projections. 

The advantage of an income cap is that it is easily understood and 
apparently not difficult to administer, based on the pre-1978 experience. 
On the minus side, an income cap is an arbitrary and imprecise proxy for need; 
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fpr^n^nfl^H^? gradation ,n jssessing the relative an»unt needed by dif- 
ferent potential borrowers. For this reason, students at high-cost institu- 
tions might be particularly disadvantaged by reinstitution of an Incow can 
fln Income cap is also not an effective cost containment tool for HmiTo 

TtL°.nl^\''''''T °' today-thHli^ pSo 0 of"'" 

1 ^''^^ financially independent of their parents. AlraSs"ln in- 
dependent students-probably constituting at least one-th rd oF he Pre ent 
GSL borrower population-would qualify for a loan on the basis of the^r 
incorne regardless of other measures of need. 

effect??Iw'b1 it>irjn*»K"'' "'^rj'' eligibility for student loans .T,uld 
erreciiveiy be limited to the aimunt of a student's financial need dpfinprt 

f nc?,^ii n ,2"?""^? resources availab?^ o ? ' studen? 

M-.w^'''* proposal would substantially reduce GSL activity for <:PvPrai rp«n„<: 
Uith'no special allowance, banks would preswably be unwillina to ?pni^Jn ^ 

™c 'as'^hrv'do ""'"^ eligible,'w::id : "n'o "r c V as 

SI 000 nJnhr.-*!l''K''l!''^"'' ^ '^'^^'^d ainount of need-less ?han 

.iw an. euucationai institutions-not banks-nnist do the need calculations! " 
<,-„rJ^ "^'"^^ resulting from a needs test, however, could be substitntiaJ 

^^ir^.^^nr-? V'^ 

nttrl°"i nl, ''e<=*<'« t° les beclu e Sf increased 

pape^ork or dwindling profit margins, savings would be even gre«e? 

it has also been suggested that the income cap and need analvsi<; ornnn^jc 
t?^ nnn' ""^i"""" ^*"<'«"'^ family inco^ of es tha^say 

$25,000 could be automatically eligible for the in-school interest provisions 
while students with family incomes above the cap could qualify for sSbsidi led 
«^?n„f ^''f,n'J'^^J,?^ documented need. Such , p?opo al wSuld prodici 

^ linHPr^"" k""?" 1582 and $1 billion by f Uc ? year 

1984. Under s^ich a plan, however, the issue of how to consider the needs of 
independent students remains troubl2some. i-onbiuer ipe needs ot 

. 3) Reduce the GSL ra te of return to le nders. The primary means for rp- 
^hp'n^f n?'?-"J°^^ lenders is to reduCFthe special allow^« SincI 
the notion of Unking the special allowance to the Treasury bill rale ha 

p 0 fdeHr? e"frr^.?^'''p"'' "'A 1"' reducTtHe amount 

provided by the fonr-jla. Presently, the total return to lenders-the student 



ERIC 



234 



230 



interest rate plus the special allowance— is pegged at the Treasury bill rate 
plus 3.5 percent. !f . for exairple, the fonnuia were reduced by one percentage 
pcint, federal expenditures in fiscal year 1982 would be $200 million less, 
and savings in fiscal year 1982- wouM be $350 nil lion. 

There can be little doubt that establ ishtnent and augnentation of the 
special allowance over the years has been a crucial element in keeping lenders 
involved in GSL. ttost lenders further assert that the present cost of rooney 
implies an extreinely narrow yield on their GSL investments and that any 
dirainution in the special allowance would lead to their withdrawal from the 
program- However, there rec;aias the question of how large the special 
allowance needs to be to ensure adequate lender participation. In the past 
two years, in a period of extrei^ credit tightness and with a multitude of 
attractive investnent opportunities available throughout the econoqy, GSL 
lending has doubled. 

But assessing the margin of GSL profitability is a complex issue. Cost 
of TOney and administrative expanses may vary widely for lenders according 
to their size, geographic location, tax status, and other characteristics. 
Small banks in largely rural states often ha/e a lower cost of roney than 
the big lending institutions in Hew York City. But their administrative 
costs per lean laay be higher. If the rjost irnportant factor in predicting 
profitability could be determined, it might then be possible to provide a 
differentiated special allowance. For example, if the evidence suggests 
that profitability is inost closely related to the size of a bank's student 
loan holdings, then the special allowance fc^-ula could be geared to this 
factor, xith the highest percentage paid for the first student loan dollars 
in the portfolio. The difficulty here, of ccjrse, is reaching agreeroent on 
the index of profitability. 

The Reagan proposal dees not alter the amount of the special allowance 
per dollar loaned. However, it does eliminate entirely the special allowance 
for loans to non-needy students and for loans to parents. 

4) Limit the volume of GSL lending . A direct method for limiting GSL 
volume would be to impose a ceiling on the amount of new loans each year 
that are guaranteed by the federal government, thus reroving GSL from the 
ranks of federal entitlement programs. Through an allocation process, 
lenders would be notified of the annual nu:nber and/or amount of loans which 
would be guaranteed against default, or for which subsidies would be paid. 
If the volume of future lending, for example, were limited to the current 
level of $7 billion, fiscal 1982 expenditures would be reduced by a modest 
$150 million. But cost savings over the next five years would be substantial 
relative to present projections--$l.l billion annually by fiscal 1934. 

Devising an equitable allocation schen«, however, might prove to be an 
extraordinarily difficult task. Of equal concern is the rrethod by which 
lenders decided who could borrow. The likelihood is that under such a plan 
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loans wuld be tilted toward higher incoire students and families (the 

"^J^* '•^S"'*'" "Signers), unless an neoie- 

reUted criterion or needs test m»s sinjluneously inposed. 

«n t^^*"" "^J* *° a""-'"* that a student 

lt2ld^«stTirt"t"'le°;/*"'"'"'^- ""'"3 °" 

GSL aft5v?t;^y" a« ^d?^n^c^elrl?^:rn'':i:l?eV;K^r^'" 

Of 1980) SalHe Hae's authority to bo^^^.'ih^Sgh the 
ah?: ^" P"^ Si'lUe Hae Is not likely to be 

TrMsJ?v ?o thp"^'?.??"?!: " ^ r^i'^ "P'**' ^^"^'t « through the 
Treasury. To the extent that niany lenders have cone to rely on Saille Hae 
as a ready source of liquidity for their GSL portfolio, a truncated Sal 111 
Mae Mould eventually reduce lender participation in GSL. 
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APPENDIX C 
tSTIHATEO AMNUAl^SAVINGS FROH 



Th€ following table suwiarizes the estimated cost savings that would 
result froft the various altemaitives discussed in the preceding section. . 
These are College Board estiwates and my be at some variance with estitnates 
of the Administration, Congressional Budget Office, or other organizations 
and individual 

{in millinns of dollars) 

FY 02 FY 84 

Current Policy $3,300 $5,000 

Reagan Proposal 800 2,300 

Alternatives 

Raise interest rate of new loans 
to 10 percent ♦ 100 

EliRdnate in-school interest 
subsidy on new loans 300 1,650 

Place $40,000 income ceiling on 
eligibility for In-school subsidy 150 900 

Limit subsidized loans to "remaining" 
financial need 300 1,550 



ERLC 



Place $25,000 income cap on automatic 
eligibility for in-school subsidy; 
students with higher incomes could 
qualify on basis of need 200 1,000 

Reduce special allowance payment 
formula by one percentage point 200 350 

Limit guarantee authority to FY Q\ 
lending level 150 1,150 



*Less than $50 million 
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In considering these figures, pledse note that: 

1) The cost savings associated with the various alternatives are 
uot additive, as there is overUp In the populations affected> 
by these proposals. 

2) These estlftates do not fully include the possible le^act of 
lenders withdrawing from GSL because of the cumulative burden 
of these additional restrictions. 

3) The estlwates provided here assume a gradual induction In market 
•Interest rates (approximately one percentage pointier year) 
and.a wodest Increase In the volume of lending under current 

law W billion additional lending In each succeeding year). 
Alternative Interest rate or lending assumptions may have 
significant Impact on the current policy projections or the 
dollar value of savings resulting from these various alternatives. 

4) Implementation Is assumed to begin on October I, 1981 An 
earlier date would result in greater savings than IwJIcated 
here. 
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APPENDIX D 



C0HSTRUCTIH6 AH INDEX OF BORROWER ELIGIBILITY 



If eligibility for subsidized Guaranteed Student Loans is to be rs- 
stricted according to financial need, the following approach might be con- 
sidered. 

The first part t)f the calculation would be to estimate family ability 
to p^ based on these sfteps: 

K Deterttlne the student's dependency status and whose Inca-RC will 
be considered in the determination of eligibility. The standard 
test of dependency status, used for other federal programs, would 
be applied to 6SL eligibility determinations. 

"2. Determine adjusted gross ^ -^'Oflne from the appropriate tax form . 
Non-taxable tncowe from sources like public assistance, child support, 
pensions. Social Security, etc., would not be included )n this 
determination. 

3. Deduct a "fainily size offset ," based on the Bureau of Labor 
Statistics low cr perhaps moderate budget standard, and include in 
thi$ offset estimated average federal, state, and local taxes. 

4. Multiply the remainder by an appropriate "tixing" rate to be 
determined as a matter rf further public discussion. 

5. If more than one fa lily member is attending a postsecondary 
educational instltutloi that charges tuition and fees, divide the 
resulting amount equally. 

The procedures described above generally follow those Incorporated In 
other need analysis methods but diff^^in some significant ways, reflecting 
tu n that the ne e dj> t est-for-tt-guaran teed- loafi-shoif W-ie-50«ewh*tr- 
simpler and more flexible than for more heavily subsidized forms of aid 
such as Pell Grants or even National Direct Student Loans. 



Hon- taxable income is not included In this approach, creating a possible 
"loophole** through which high- income families who have been able to invest 
in various forms of non-taxable Income-producing assets would benefit. 
However, infonnation about non-taxable income is among the most difficult 
to collect, verify, and interpret. Elimination of routine consideration of 
this income source would benefit a few wealthy families; it would also 
reduce unnecessary intrusion into the flfnancial circumstances of many more 
low-income families. Some critics of the current process claim that this 
Intrusion is a major factor in the lower- than-expec ted participation of low- 
income students in postsecondary education and student aid programs. 



\ 
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When the campus financial aid admiaistrator "signs-off" on the stu- 
dent borrower's eligibility (see procedure described below), there would 
be an opportunity for consideration of non-taxable incoaie if. in the 
judqment of the aid administrator, it was of a sufficient level to warrant 
exclusion from program eligibility. 

The proposed approach does not routinely make allowance for other 
items of family expense considered by, prevailing need analysis methods, 
such as the employment expenses of families where both parents worH. 
unusual medical and dental expenses, casualty losses, etc. This omission 
IS another attempt to reduce the complexity of data collection, analysis, 
and interpretation. Again, the campus^aid administrator could be permitted 
to make exceptions, providing a "safety valve" for families with substantial 
expenses in these (or other) areas to receive additional consideration. 

Another major exception to the established methodologies is the total 
exclusion of fatMly assets from determination of their ability to pay. The 
methodologies ^Uucle some forms of assets from consideration (residence 
equity, automobiles, life insurance cash value, boats, airplanes, etc.) and 
then reduce the remaining assets by some measure of "asset protection." 
The approach suggested here for purposes of GSL eligibility "protects" all 
family assets from consideration". 

The methodologies used to determine eligibility for other forms of aid 
use family size offsets to reflect the normal, ongoing expenses that must 
be met in the course of living and maintaining a household. These offsets 
are based on various "budget standards" promulgated by the Bureau of Labor 
Statistics (BLS). the Department of Agriculture, or the Social Security 
Administration, to reflect the typical living patterns of different segments 
of the American population. The so-called Uniform Methodology uSes the 
BLS "low budget" standard. For determining GSL eligibility, the BLS 
moderate standard might be appropriate. 

Remaining family income would be "taxed" at a percentage rate or set 
of rates, as in other need analysis systems, to determine the estimate of 
family ability pay. Since there is little inherent economic rationale to 
-suggest -that ot - percentage^ rate is ^re- appropri a te- than-^nothet^r whatever- 
rate or rates are deemed appropriate for use in other programs might be 
used for purposes of GSL eligibility as well. Different rates for dependent 
and independent students might also be considered. 

Haying determined the family's GSL index of ability to pay.' the maximum 
loan eligibility coulo be determined according to the following procedures; 

K Determinp the total cost of attendance 

2; Deduct the family's GSL index of ability to pa y 

3» Deduct existing student aid (Pell Grant, state, campus-based, 
and private), expected student term-time employment income . 
and payments of Social Security and veterans' benefits. 
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The remainder, subject to statutory limitations on GSL borrowing, would 
be the family's maximum loan eligibility. 

If the GSL Index of ellgibllty can be kept sufficiently simple, it 
might be possible Co permit self-calculdtion by applicants chrough a 

table- lookup" similar ta that used in the federal Income tax procedures, 
or through straightforward Instructions calling for exact values and the 
full methodology. Sample tables could be made a part of GSL program 
promotional materials. Statements on how the family should calculate Its 
index might simulate tho<e of the IRS Form 1040. 

Because the proposed estlwte of nvjxlwjm loan eligibility would take 
into account the actual cost of attendance and the aid available from 
other sources. It would require a review and certification by the campus 
aid administrator. "Verification" of the GSL Index of family ability to 
wy could be perfonred as part of that process. For the 4.5 million stu- 
dents who submit regular need analysis documents to the Pell Grant or 
private agency processors, the GSL Index would have been calculated already. 
For others a copy of the first page of the appropriate tax form could be 
submitted together with the loan application for purposes of verif icatioh. 
This procedure would permit easy, "entry" into the system, possibly through 
self-calculation, wnlle assuring sufficient oversight through verification 
to discourage abuse. 

As noted earlier, the campus aid officer should be given reasonable 
discretion to adjust loan eligibility up or down to reflect significant 
circumstances not adequately dealt with In the procedures described above. 

Admittedly, the index of need suggested here is more complicated than 
a single "Income celling" or cut-off for eligibility. ,!t would, however, 
result In more equitable determinations of eligibility than would an 
arbitrary Income celling. For great numbers of applicants It ^ould "piggy- 
back" on the routine aid eligibility determination processes currently in 
use for other programs with no additional requirement for data collection 
from students or families, e It' would provide an easy, relatively unlntru- 
slve method for those not currently submitting need analysis documents to 
calculate and demonstrate their ability to pay for purposes of GSL deter- 
mination. And It would meet the criteria of equity and fairness to the 
borrower, the lender, and the taxpayer that should characterize any modlfl- 
*cation of the current program and procedures. 
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TESTIMONY OP EDWARD A. POX, PRESIDENT 
STUDENT LOAN MARKETING ASSOCIATION - SALLIE MAE 

The Guaranteed Student Loan Program (GSLP) , established 
in 1965 by the Higher Education Act, represents a cooperative 
effort between the federal and state governments, the educational 
institutions, and the private banking and financial system. The 
GSLP is a program of state and ^non-profit private agency insurance 
and federal insurance'or reinsurance for loans obtained by students 
from state and private sources. Under this program, students 
obtain credit from commercial and thrift institutions, educational^ 
institutions, and other qualified lenders which are insured ^gainst 
defaults. The goveiy^nent also provides interest subsidies to the 
borrower, and pays an additional amount known as a "special allowanc 
to assure an adequate rate of return to the lender. 

The successful achievement of national objectives of 
providing student credit through the GSLP in the most cost efficient 
and equitable manner requires leadership from government and the 
private financial community. Sallie Mae, which spans both the 
governmental and private lending worlds, provides part of this 
leadership, directly, through its financial support activities and, 
indirectly, by setting standards which are widely acknowledged as 
supporting sound loan origination and administr^.tive policies. 

Confronted with rising interest rates and expectations 
of continued tight money m^rkec conditions, lenders are turning to 
Sallie Mac in increasing numbers to borrow funds offered under the 
corporation's Warehousing Advance Program. Similarly, expanding 
loan demand as well as inflation m the administrative costs of 
servicing loans h.s resulted in a .decision by many lenders to sell 
.their loan portfolios to Sallie Mae. As a result, Sallie Mae's 
volume has increased dramatically during the past twelve months. 
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Student expenses for postsecondary education will increase 
8ub$tantially in the coming academic year. In many instances, in 
both public and private institutions, the increase will be greater 
than current inflation rates. Additionally, many states are 
unable to continue the funding of higher education at the same rate 
as in past years and in some cases have actually been forced to 
reduce direct support. 

For the student, the dollars to support a ypar*s attendance 
essentially come from three sources. The first are those dollars 
contributed out of savings or direct income by the family and the 
dollars earned by the student. The second include dollars in the 
fom of scholarships and from the state and federal government in 
such form as grants and social security and VA benefits. The third 
source, appropriately sought by a parent or a student only after 
availability of the first two sources has been exhausted, is a loan. 

In examining the costs of a guaranteed student loan, there 
are three participants the borrower, the lender, and the guarantor. 
Any discussion pertinent to the cost of the GSLP is reduced to these 
three parties. 

Budgetary considerations which necessitate the review of 
, the level of federal exper res in support of the GSLP need not 
result in a reversal of GSLI policy objectives or heedlessly reduce 
the incentive system by which loans are delivered. The current 
student loan delivery system embraces the national delivery system 
for fine^ncial services in general ^nd, with few exceptions, GSLP 
lenders can be found in every conmunity across the Unitea States. 
With the support of state agencies as administrators of this 
program and the cooperation of the secondary market « lender 
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•reluctance to participate in the GSLP has dramatically decreased. 
Further, many states have made arrangements to provide Uast resort* 
aoans to students with the support of financial institutioi>s and the 
secondary market. Any changes in the GSLP which would have the effect 
of disrupting this delivery system, would be shortsighted and 
disadvantage the student. 

Program changes can be implemented which are. both cost- 
effective and administratively sound. To the extent that necessary 
changes are viewed as reasonable and consistent with banking practice, 
the Objectives of the GSLP ^Ul continue to be met through and with 
the support of financial institutions. 

Any cuts that reduce income or incentive or changes of an 
operational or systematic nature that add costs that are not offset 
by increased yield would decrease lender participation and, if 
overly onerous, drive lenders totally from the Program. During the 
past several weeks a number of changes m the GSLP designed to 
reduce costs to the federal gc -rnment have been proposed. For 
example, there has been discussion of a needs test to determine 
a student's borrowing requirements, if it is the responsibility 

of a lender to make this deternunAtion^^her« .ar^- administrative 

costs associated with this analysis that could be burdensome and 
would reduce yield to the lender. Additionally, imposition of a 
needs analysis could create student demand for a large number of 
relatively small loans which cost as much to administer as large 
loans but Which generate less income to meet thesd costs. Bankers 
have shown a reluctance to originate s,nall loans in recent years 
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as they recognize the high cost and loss possibilities associated 
with such lending. Similarly, other proposals would require tUe 
student and the parent to each borrow, generally under different 
terns. For the lender, administering two loaJis imstead of one is 
twice as coetly and with gross income remaining constant, the 
willingness of lenders to finance the program in this manner is 
questionable. If each individual loan is relatively rnall, the 
probability is that the loans will not be made at all. Some 
proposed methods of collecting interest from the student or parent 
rather than from the government many increase costs. Lenders earn 
a modesw return over the life of a student loan with significantly 
higher costs associated with the loan while in repayment as compared 
to the more modest cost associated with interest collection from the 
government when the student is in school*. Billing the student 
directly for interest during the in-8Chool period will add ad. inis- 
trative burden to lenders and reduce yield. Other suggestions would 
reduce the gross yield on a guaranteed student loan. This argument 
suggests that the government should pay less in support of the GSLP 
and that the students and the lenders should equitably share the 
ad^ed cost o( the burden. Students, as users of the service, vculd 
cort&ir.ly decide for themselves whether to bear the increased burden 
but renders, using their own capital and only being nominally profit- 
r^ole in student loans, will not continue to^support the GSLP at a 
lo8S« The number of active financial institutions *in the GSl»P has 
been declining during the past ten years primarily because of in- 
adequate yield and excessive regulation. It is essential that 
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lenders be induced to stay with the program and that any change. 

be carefully examined from an operational and cost perspective. 

Sallie Mae, as a component of the GSLP delivery system, 

is a soundly administered, cost-effective institution which has 
shown a capacity for growth and flexibility in responding to the 
needs of the GSLP. The corporation, in cooperation with the 
Congress «nd the appropriate administrative agencies of government, 
is committed to the GSLP and will support any changes which, in the 
opinion of the Committee, will make the program more effective in 
the future, Sallie Mae stands ready to assist the Committee and 
the Congress in the resolution of the issues concerning the 
student loan program which will make the GSLP a more effective 



program. 
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ffotMHoii For Alternatives 

PoatsecStltlary 
KducaHon 



. May 15, 1981 



Hon. Robert T. Stafford 
Chaiman 

Subcoraroittee on Education 
Contmittee on Labor and 

Public Welfare 
United States Senate 
Washington^' D.C> 20510 

'"' 

Dear Mr. Chairman: ' ** 



The Coalition for Alternatives in Postsecondary 
Education represents a group of national organizations con- 
cerned with the efficient delivery of postsecondary education 
services through the utilization of non-traditional neans 
<such as experiential learning and telecomfnunisations) and 
to non-traditional student populations (such as adults, the 
handicapped, elderly, workers, ancl minorities). Although 
we applaud the general thrust of S.ll:)8 in seeking to find 
a middle road that would satisfy the stringent requirements 
of the budget resolution while preserving the basic goals 
of the student loan and Pell Grant progtrams, we are concerned 
that the draft as proposed rolls back significant steps taken 
to eliminate inequities historically imposed upon the growing 
population of adult learners. 

Our organizations. Joined by most other higher edu- 
cation groups, have fought long and hard to achieve the goal 
of relative equity in the availability of student aid to an 
18-year old attending college and to his or rier parent attend- 
ing the same ^school. , While we concur that he independent / 
student without dependents should rightly have his or \.it " 
income and assets assessed at a significantly higher rate 
than that imposed upon the family of a dependent student, 
we argve strenuously that the economic situation of that de- 
pendent student *s parent is far more akin to that of his or 



$reUM>9, Hm>v>^ Cv^ ktM< W«<t y*^Mh>* ht^mn no*«<mi uor^o-^ >f:V<Kt^ Soof^ to* t^of^c* t t*Kx» f »h«*<**^ Co»*m 
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243 



her Child than that of the independent student without depen- 
dents. The parent or caarried adult has little more, if any, 
real discretion over, the use of incc«* and assets for his 
or her own education than for that of a child. The obliga- 
tion of the parent to provide an education for his or her 
child is certainly substantial, but so is the obligation of 
that parent to take such steps as nay be neqessarv to secure 
the best possible life for his or her fa.-aily. Furthering 
one's education should not be .-aade more difficult once one 
becomes an adult; indeed, our society must encourage persons 
beyond the traditional college age to continue their learnino 
to insure that we hav« a proper reservoir of persons with 
current and marketable skills. Surely the adult who wishes 
to continue hxs or her education to mprove the ability to 
support one's family, or the single parent seeking to enter 
the job Mrket, ought not be discriminated against in the 
allocation of aid. 



The law prior to the 1980 reauthorization left the 
establishment of assessment rates for independent stOUents. 
with or without dependents, at the discretion of the govern- 
ment. The result was the establishment of a rate nore than 
four tires as onerous for the parent as for his or her chi'd 
S.I108 wou^d restore the likelihood ©f this irbalar.ce, and" 
the impoMt.on of this inequity. 

We most strongly urge the deletion of Sec. 4(d) 
to protect the legitimate needs of the new majority in Ameri- 
can post -secondary education. 



Sincerely , 




General Secretary 



pic 



bcc David Morse*^ 
R icit Jer^je 
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CmBMKO 

Ot:bank (New York State). %Xfhmt% C lHU*n 

28 East Man Street Vice President 

Rochester. New York 

14614 



ffey 15; 1981 



Mr. David Morse 
Senate Education Subconmittee 
309 C Senate Courts Building 
Washington, D,C. 20510 

Dear David, 

Per your request I have answered three questions related to 
Implementation of proposed legislation for the Guaranteed 
Student Loarv Program. The questions and their answers are a-» 
follows: 

Question #1 

Will you make parent loans that carry a rate of 14%^ to the 
parent? 

Answer 

Assuming that the 14% parent loan will include a government 
subsidized special allov/ance that will' bring the total yield ' 
to the lender to T-bill plus 3.50% (special allowance would 
not be paid at times when T-bill plus 3.50% is less than 14%), 
we plan to participate in the parent loan program. This 
decision assumes that the parent loan regulations do not 
include costly up front procedures for the credit decision 
(such as credit scoring, credit bureau reports, etc.). 
Extensive credit decisicn procedures would be costly and may 
change the decision to offer the product. Of course some 
fonn of credit check must be^ performed in order to hold down 
the default rate. 

X 

Question #2 

If a needs analysis Is implemented what is the minimum size 
loan you would make? 

Answer 

In order to ma^'ntain a minimum level of profitability in our 
student loan program we must originate loans with average 
balances of approximately $2,000. This is because our 
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revenues are based on balances but it costs us the same to 
^ZT. I ' 52.500 loan. 5ope?u 

52"^"^''°" °^ ' ?"ds analysis test would not redjce the 
size of tne average loan disbursed below $2,000. However, 

Ifzi iJ°ord.rV''' ^^"^"9 a minimum loan 

size 1n order to maintain a reasonable average loan size. 

Question #3 

P^ssibS ''"P^^^"*^*^^" '^ate for the new regulations 
Answer 

Tliis depends upon which bill is imriemented. S-1109, the 
3S;";tt""be;ause'w;' be «iif' icult for us to ?m leSent 

iViL : * ^ ^ "^^'^ ^ "^ t° "lake system changes to 

allow us to accrue and capitalize interest for unsubsidized 
nn?'- it would be extremely difficult to 

for^r^^ r"*^""' 1°^"^' instead of just 

Z I n nP^'f borrowers. Implementation of this proposal 
IVdilll w ^°^"k 1^^"^"^ would have to track both sub- 
sidized and unsubsidized loans for an individual borrower). 

!'hp''rpl!!u^™''^''^^ iniplement,S-1108 by July 1st assuming that 
the regulations were published on a timely basis and the 
schools are ready to begin perfonning needs tests. 

A July 1st implementation would require a great deal of hard 
work by everyone, publishing of regulation! within the nex[ 
t^a°tlfv importantly a detennina ?o 

that July 1st is the date within the very near future - 
thV '^'^^^"fte lead time must be given in order to 

Implement on an orderly basis and also to conmunicate to 
per od°"o%'r Ik applications for loans pertaining to a 
fo tho nL beginning after July 1st will be 3ubjert 

Jor the Sll "V^already receiving applications 

next wPPk I 1, ^^termination is not made within the 

next week (i.e. approved by Congress and the President) as to 
what Changes to the GSL Program will be made, I do n!t th nk a 
July 1st implementation date is realistic. 



Sincerely, 

StepheVi C. Biklen 
Vice President 

SCBrng 
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Notional Univetsity Continuing Education Association 



Wojfw^oa. OC 20036 
{202)659-0130 



OfAce of t}^ Exccuove Director 



May 12, 1981 , 
/• 

Th« Honorable Robert Staffoni 
Chax7«an, Subcomttee on Education, 

Arts and the Kuaanities 
309 D Senate Court 
Washington, O.C. 20S10 

Dear Senator Stafford: 

The >Utional Urviversity Continuing: Education Associat on and 
the Adult Education Association appreciate the need to^conttol costs in the 
PtM Grant prograa as required by the Senate Budget Resolution, llovever, 
we .treniwusly object co the provision in S. 1108 which repeals sections 
in both the Middle Incootc Student Assistance Act and the 1980 Aaiendaents 
tihich provide equity for independent students, particularly those with 
dependents. ^ 

Adult working students, a high proportion of vhoa are wooen and 
ainority group acscers with childrc" of their om, are now the eajority in 
higher education. It docs not sake sense for the federal government to 
return to a policy of discriaination toward the largest and fastest 
growing segaent of higher education today. Ke believe the policy of the 
federal govemzent should be to help the neediest students first, whether 
independent with dependents or dependent 

By repealing the third sentence of Section 482ic) as S. UOS re- 
quires, the Subcocaittee ^s discriainating against independent students 
suggesting differential treataent in tcras of assets, taxation allow- 
ances, and subsistence requirements for irTdependent students and faad- 
lies of dependent students. 

i Before HISAA. half-tiae students enrolled in a degree prograa. 

j aany of whoa are adult, independent students, were eligible for Basic 
' Grants but the regulations were so discnainatory in.teras o^ assets. 
' subsistence allowance and taxation of discretionary incoae that very few 
I legally eligible half-tiaers received aid MISAA resolved part of the 
[ problea and the 1030 ascndacnts addressed the rest. Changes in the law 
', vere necessary because the regulations did not adequately dea! <rith that 
, discriaination. Financial pressures will not diainish. If decisions arc 
, left to the Departcent via regulation, history could very well repeat it- 
! self at the expenite of independent students. 



rxicea 



1961 Anruol Corrfe^COCC 
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Sincerolx, 

fs/,-ic^iXj^, (* ^ -jar,, 



Kenneth E. Young 
Executive Director. National 
University Continuing 
Education Association 




lltyd H. Davis 

Executive Director 

Adult Education Association 



■n^e Honorable Paul Siaon 
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STATEMENT 
BY 

STEPHEN B* PRIEDHEIM, PRESIDENT 
ASSOCIATION OP INDEPENDENT COLLEGES AND SCHOOLS 
- AICS - 
BEFORE 

' THE SUBCOMMITTEE ON EDUCATION, ARTS AND THE HUMANITIES 

-OP 

THE COMMITTEE ON LABOR AND HUMAN RESOURCES 
U. S. SENATE 

MAY 11, 1981 
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Mr, Chairman, and members of the' Subcomraittsex 
I am Stephen 8. Friedheira, President of the Associa- 
tion of Independent Colleges an4 Schools (AICS). On behalf of 
the 525 member institutions of AICS, a national organization, 
I wish to express our appreciation ,for the opportunity to 
comment on S, 1108, S, 1109, and student aid issues. 

We feel we share with the Committee a deep concern 
about the student and institutional impacts of the budget pro- 
posals of the Administration. Before proceeding to those 
specifics, I would liJce to describe for background purposes 
that area of postsecondary education with which AICS and its 
members institutions are involved, 

AICS 

The Association of Independent Colleges and Schools 
(AICS) was founded in 1912, Its present membership includes 
some 525 institutions, enrolling approximately 400,000 students. 
All the institutions are postsecondary, with approximately 25% 
of the institutions being degree-granting, .The programs of 
education offered in the institutions are predominantly career- 
oriented, with such areas, for example, secretarial science, 
business administration, accounting, and data processing. All 
AICS institution3 are non-public institutions. Predominantly 
the institutions, by form of governance, ar$ proprietary, 
although a significant number are organized as tax-exempt 
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institutidns. in common with all non-public institutions, 
they ar« either entirely or primarily tuition-dependent £or 
operating revenues. 

Because there is no "typical** AICS institution, as 
there is no ''average" business school, it is perhaps a little 
more difficult to premise my remarks in the institutional 
fr2UBework« In contrast with the more conventional associations 
normally associated with the umbrella of the American Council 
on Education (ACE), suc^l as the land-grant colleges (the 
National Association of State Universities and Land-Grant 
Colleges), the junior colleges ( the ^American Association of 
Community and Junior Colleges), the great research universities 
(the American Association of Universities), the state colleges 
(the American Association of State Colleges and Universities), 
or the more conventionally organized independent colleges, 

largely four-year institutions (the. National Association of , 

> 

Independent Colleges and Universities), there is tremendous 
diversity among AICS institutions* 

Often well )cnown, for example, are the Katharine Glbbs 
Schools, in Rhode Isl^ind, New York, New Jersey, Pennsylvania, 
and Massachusetts, which long have been known for the quality 
of their secretarial graduates* Other AICS sahools include 
Johnson & Wales, the four-year institution in Rhode Island* 
With the permission of the Committee, and for the completeness 
of the record, I would like to file a copy of the current 
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Directory of Institutions published by the Accrediting Conunis- 
Sion of AICS. It might be heipful to the members of the 
Committee to have available the names of member aiCS institu- 
tions in each of the respective states or districts. 

BUDGET REALITIES 

For the first time since the initiation of student ^. 
aid programs, beginning in 1958, through the landmark legisla- 
tion of 1965 and 1972, the Committee is faced with the necessity 
of modifications which can -be reconciled with the budget 
decisions of the Congress.' We are gratified by the Chairman's 
observation that the "changes be fashioned i^ a manner which 
affords the neediest students maximum opportunity for access 
to higher education through the Pell Grant program and retains 
a viable system of student loans." We understand the necessity 
for decision. We hope we can contribute to the process. 

GSL — HIGHEST PRIORITY 

The 2-ailability of a realistic and accessible GSLP 
which remains attractive to the lenders is the overriding con- 
cern of AICS. Any limitations on the GSLP which would involve 
-income capping", -needs determination", or sacrifice or 
deferral of in-school inte^st result in some hard ecor 
ahd political choices. 
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ADMINISTRATION GSLP PROPOSALS 

the Administration can succeed/ through measures 
such as S. 1109/ in making the GSLP sufficiently unattractive 
to tt^e banks/ so that private capital will no longer be avail- 
able/ the Entire GSLP can be effectively eliminated. If that 
is the undeclared goal/ then one need not bother about serious 
consideration of such policy issues as income capping/^ or 
reducing or shifting the cost of the in-school interest subsidy 
on loans to students/ or the implementation of parental loans* 
We already have the experience of the early 1970 's when ^he 
"needs test" was introduced which complicated the matter and 
set op two classes of loans. As you may remember/ the adminis- 
trative costs went up and the banks lost interest, in the GSLP. ^ 
Very likely student loans are currently attractive to the 
banks because of the current sluggish demand for consumer 
loans for housing/ automobiles/ and appliances. If the economy 
improves/ as the Administration promises uS/ it is all the 
more likely that/ faced wich a complicated set of needs testing, 
the banks will have additional inclination to abandon the ^ 
GSLP. 

DISCRETIONARY PRIVATE CAPITAL IS VITAL TO GSLP 

We feel it is important to underscore the reality 
that the GSLP is dependent on the discretionary flow of private 
capital. It is our experience that privat*; capital will dry 
) up if the loans become administratively expensive and burden- 
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^ some to the banks. Any return to complicated needs testing, 
in out opinion, wiU dry up the source of private capital. ' 
The cost of this private capital is the result of a balancing 
OS interests in which the role of the government is essential. " 
The key policy questions are what portion of the private capital 
cost (i.e., interest) will be paid directly by the student 
borrower and how much will be paxd by the government to the 
lender, if the special allowance to the lender is elfmxnated. 
the GS.P Will disappear and a,^ further consideration of i{,ter- 
est cost balancing or limitat>ln is unnecessary because bythe 
mere disappearance of th^gran. the student interest subsxdy 
question becomes moot. 

SECONDARY MARKET „UST HAVE CONTINUAL CAPITAL ACCESS 

We note the essential role in the process of the stu- 
dent loan Marketing Association (SalUe Mae), without. Sallie 
Mae, there is no facility to purchase student loan portfolios'.- 
from the banks when the loans enter the repayment period, it 
is our understanding that student loans remain attractive to 
banks oecause the cost of administration of the loans is 
minimal while ihe student is m school and prior to the payback 
period. sallie Mae performs a vital secondary-market function 
Of purchasing the loan portfolios as the student enters the 
payback period, it takes over the servicing of the loans with " 
the resultant savings because of the scale of administration. ' 
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We believe that Sallie Mae neither increases nor ^ 

decreases loan volume* , Sallie Mae*s function is to respond to 

the deroa'nd for guaranteed student loans • Obviously, that 

demand is high. We do not think that therfe is, sufficient data 

to suppor^ the allegations that mcny people are getting vrealthy 

by borrowing $2,500 td attend a one-year vocational scKool by 

paying 9% interest on the GSLP and reinvesting the $2,500 in 

the money market* The 6% difCgntial to such a manipulator 

might, at the most, ipean $100 or $120 in such a scheme for a 

.student in a one-year vocational school-, I seriously -dou^t tha 

a career-orAented student m an^ICS school, working and going 

to schooifir has the time to indulge in such a scheme^ on any ^ 

grand scale, let alone become prosperous and affluent* 
« * ^ • 

VOCATIONAL SCHOOL PROBLEMS WITH SALLIE- MAE 

i ' 

There are some problems with tegard to the attitude •> 
of Sallie Mae on certain minimal requirements on the averagf^ts 
level of indeotedness for the purchase of bank portfolios* 
These particuidtly itffect students borrowing only for one- or 
two-year programs. As the Committee knows, Sallie Mae, as a 
general proposition, has determined that to^uy profitably a 
portfolio of loans from a bank prior to the beginning of the 
payback period, there is required an average level of indebted- 
ness of approximately, $4,300* Obviously, a one-year vocational 
stddent with a maximum loan availability of $2,500, who attends 
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a vocational school for one ye« and then g^oes to work, will 
never borrow „ore than $2,500. On the other hand, the student 
in a four-year program obviously will borrow far in excess of 
the average level of indebtedness of $4,300. Thus, loans to 
vocational students tend to drag down the average level of 
indebtedness in a bank's portfolio. Because of this, some 
banks have been reluctant to „ake loans to vocational students. 
While this is a serious and ongoxng concern, we suggest that 
this is not th^. propitious time to address that question. We 
do, however, feel that it is appropriate to note it for the 

record. If it cannot be resolved, we suggest that oversight 
hearings might be appropriate. 

"TROLY" INDEPEt.PENT STUDENT 

We regret to see the proposal in S. 1108 m Section 5 
Which would reduce the borrowing Umit for independent students. 
This seriously impacts on mature working students with families 
Who are -truly- (to borrow a currently overused term, indepen- 
dent. These are not the • in and out- recent high-school 
graduates who may not currently be living at home. 

According to the U. S. Census Bureau Current Popula - 
— '""^ '°- 360, "School Enrollment-social 

and Economic Characteristics of Students-October, 1979," one 
in three college students is over 25 years old. Currently, 
72% Of students 25 and over attepd college part-time, compared 
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with 17% of younger students. Please see article from The 

1 

Chronicle of Higher Education (May A\ 1981, page 3) copied 
and enclosed as Attachment A. 

We" would hope that the Committee would leave undis- 
'i , turbed the higher borrowing level available to independent 

students. If additional language is necessary, it would deal v 
with a more precise statutory definition of an independent 
student. Possibly age itself might be a factor, such as over 
21 years old or evidence of income of a certain level for at 
least the twelve prior calendar months. < 

We suggest that it is unfair and unrealistic to 
sweep the truly independent student, into the family concept 
when the independent student has differing financial demands 
and expectations. 

INCOME CAPPING 

We feel that if there can be a choice between adop- 
tion of income capping and limitation to remaining need or 
sacrifice of the in-school interest subsidy, then we opt for 
income capping over either. We would hope that there would be 
some upward flexibility on any cap which would permit loan 
access to the extent of remaining need and parental contribution. 

However, we can understand and would support abandon- 
ment of the in-school interest subsidy if it is the only means 
» to preserve a realistic and accessible We urge that any 
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such drastic restructuring be done only if the GSLP can renwin 
attractive to the banks. 

SIMPLIFY NEEDS DETERMINATION 

We fear that a complicated needs analysis will be 
considered onerous by the banks, causing an increased disin- 
clination to participate in the GSLP. if a school begins to 
assist it, likely under Department of Education GSLP regula- 
tions it will be categorized as having a "special relationship- 
with the lender, further complicating and possibly inhibiting 
the administration prerogatives of the lender. See GSL Requla- 
tions. Sec. 177.200, GENERAL DEFINITIONS, Origination . 44 Fed. 
Reg. 53870, September 17, 1979. 

^ We suggest that the following three factors could be 
readily incorporated into a needs index for use with either a 
system of incoiae capping or of determining remaining need. 
1* Adjusted gross income. 

2. Number of members in the family unit. 

3. Number of persons in the family presently 
enrolled at least onerhalf time in post- 
secondary education. 

If we need to choose either income capping, possibly 
at about $30,000, or remaining needs, we urge the former. 
Income capping is more responsive because it more flexibly 
Adjusts to the cash flow needs of individual students, particu- 
larly mature students over 21. Also, income capping with a 
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presumption of need allows the ban)cs to make loans sufficiently 
large for effective por* -Aio roll-over to secondary market 
agencies sponsored by the states or Sallie Mae. 

The unacknowledged inhibition in limiting the face 
amount of a GSL to remaining need is the simple economic fact 
of life that small loans of $600 or $700 are not cost-effective 
to lenders and are not marketable to Sallie Mae. 

HATuRS STUDENT DISTI^GUXSHED FROM KIDS COLLEGES 

With more than one in three college students -".ow over 
25/ there is an increasingly complex population to be served by 
student aid programs. Let's not be procrustean in application. 
The conventional family unit approach just is not workable, 
equitable, or realistic for the nature, independent student. 
Often these students ere late bloomers with recently-defined 
but nonetheless reaJ lAtic career aspirations. Often, after 
oAe or more semesters in or even a degree from a "college,* 
they turn to vocationally-oriented educational institutions. 

The independent vocationally-oriented educational 
institutions of this country constitute a small but vital 
increment of the postsecondary educational system. As with 
any non-public institution, there never has been, as a matter 
of public policy, any guarantee of i.istitutional self- 
perpetuation. The premise of independent education, as we see 
it, is the ability to provide a responsive service to students 
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and to th« public, we feel that we have demonstrated that 
capability through the effective participation in the various 
programs of student financial aid which the Congress has en- 
acted. „e want to cooperate with the Congress and with the 
new Administration in ma/.ing those progra„,s more effective 
fiscally, educationally, and as a natter of public service. 
^ we would lilce to loo. forward to working with this Comr^.ttee 
and providing particular information which it feels necessary 
to its deliberations as it responds to the Administratxon^I 
proposals. 

CONCLUSIONS 

Foremost in our concern is the continuation of a 
liable Guaranteed student i^an Program to which students attend- 
ing independent vocational schools will have continuing access 
we suggest that because the GSLP .s based on the liquidity and 
the flow Of private capital, it is vital that the program 
reaain attractive to the banlcs, both administratively while 
the student is in school and subsequently when the student 
enters the payback period. 

We would prefer to see a realistic system of xncome 
capping in preference to loans being limited to remaining need 
This is particularly true for the mature, (truly?, independent 
student, we would even suggest accruing and deferring interest 
while in school rather than limiting the amount of a loan to 
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remaining need. If there is to be a restructuring of the 
student programs and budget-responsive amendments, we hope 
that the Conuaittee will examine a flexible set of options 
which will keep the program uncomplicated and administratively 
flexible. 



our views with you today. We look forward to responding to any 
questions you aay have or supplying additional data. 



We appreciate very much the opportunity of sharing 



Respectfully submitted/ 




Stephen B. Friedheim, President 
Association of Independent 



Colleges and Schools 
Suite 600 

1730 M Street, N.W. 
Washington, D.C. 20036 



( 202) 659-2460 
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ATTACHMENT A 



7H£ CHROMCU Of WCHUt mCAVQS ' 3 




The Enrollment Boom Among Older Americans: . 
1 in 3 College Students Is Now over 25 Years Old 

onw much of ihc effect of ihc nc« decade $ decline in ihe 18- 10-24. vcw-old population 
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MEMORANDUM OF OPINION 



This legal meiooraiiduia 2iddre33e3 several issues concerning 

the legality 2uid enforceaibility of the final regulations for 

Family Contribution Schedules (FCS) published by the Secretary 

1/ 

of Education on March 13/ 1981, which revised, rescinded, and 

y 

an^nded final PCS regulations published January 19, 1981 by the 
outgoing Carter Administration* As explained bexow, it is our 
opinion that the Reagan regulations are invalid, as a matter of 
law, and that the Carter regulations, having satisfied the basic 
FCS statutoiry requirements, are effective and unamendaible , and 
thus should be in effect for the 1981-32 academic year. 

I 

STATUTORY FRAMEWORK 
In 1972, the Congress enacted the Education Amendments of 
1972 vrfiich included a new progr2ira of Basic Educational 
Opportunity Grants (BEOG) for the benefit of studentr, receiving 



1/ Hereinafter referred to as the Reagan regulations* 
2/ Hereinafter referred to as the Carter regulations. 
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postsecondary education training. 20 U.S.C.A. S1070a (1978). 
as amended. Onder the beog program (now referred to as Pell 
Grants, at SlOTOa (a) (1, (O). students are entitled to receive a 
grant for a portion of their educational costs. The grant award 
is determined by subtracting from the statutory set amount per 
student an amount equal to what is computed to be the expected 
family contribution. Id. at Sl070a (a) (2) (A> (i) . a further 
reduction occurs according to the statute if t. e Congress 
appropriates less than the full amount necessary to meet the 
needs of all students entitled to a grant, id. at SlOTOa (b) 
(3) (B) (i) . 

TO determine the expected family contribution, the statute 
requires the Secretary of Education to publish annually i„ the 
Federal Register a proposed Family Contribution Schedule by 
July 1 Of oach calendar year for the succeeding academic year. 
Id. at S1070a(a)(3)(A)(i). as amended and recodified at 20 U.s.C 
S1089 (aid). It also requires the Secretary to provide chirty 
aays for public comment, id. In addition, the statute specifically 
provides that the proposed schedules, together with any amend- 
ments, are to become effective the following academic year only 
if either House of Congress does not adopt by October i following 
the submission of the proposed schedules, a resolution of dis- 
approval. Id. at SlOTOa (a) (3) (A) (ii) , as amended and recodified 
at S1089 (a) 12) . 
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II 

FACTS 

On August 1, 1980 the Ceurter Administration published 
proposed PCS for the 1981-82 academic year and provided 
sixty days for public comment. 45 Fed. Reg . 51243 (1980). 
The proposed rule specified that cost adjustments based upon 
the 1980 CPI were estimated and that the final regulation would 
reflect actual figures at the end of the yeiir. id. No reso- 
lution of disapproval was passed by either House by October 
1, 1980. 

On Jeuiuary 19, 1981 r the Ceirter Administration promulgated 
final Family Contribution Schedules, adjusted to reflect actual 
cost data for 1980. 46 Fed . Reg . 5320 (1981). The regulation 
was issued subject to a 45 day review and veto by concurrent 
resolution of Congress pursuzuit to tH^ General Sducation Pro- 
visions Act (GEPA). 20 U.S.C.A. S1232 (d) (1) , as amended. 

On Jeuiuary 29, 1981 the President imposed a freeze on all 
final regulations which had not yet become effective for sixty 
days; 46 Fed . Reg . 11227 (1981). On March 31, 1981, Secretary 
Bell published final regulations without notice and comment 
for FCS for the 1981-82 academic year which revised the Carter 
regulation by rescinding the 1980 cost of living increase and 
restoring the 1960-81 family size offsets. AC Fed . Reg . 16823 
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(1981) . Notice of proposed rulemaking was waived o^i the ' 
grounds that: 1) the issue of using the CPI was raised by 
the proposed carter regulation in August, 1980; and 2) since 
processing grant -applications is imperative in order to make 
awards after July 1, 1981, and since the effective date of 
the FCS is delayed 45 days for Congressional review under 
GEPA, a proposed rule with notice and comment would be un- 
necessary and impracticable within the meaning of the Admin- 
istrative Procedure Act, 5 U.S.C. S553(b). 

Ill 

NO BASIS EXISTS FOR THE SECRETARY OF 
EDUCATION TO AMEIID THE FAMILV 
CONTRIBDTION SCHEDULES OUTSIDE JhE 
SCOPE OF THE -SNABLING STATUTE - 

The general purpose of Congressional delegation of 
authority to regulate is to remove the Congress 4rom the 
task Of predetermining and fashioning policies and programs 
to implement broad legislative mandates in presently un- 
foreseeable circumstances. See e.^. American Truck," 

Assocs., Inc . V. united States. 344 U.S. 298, 309-10 (1953). 

For this reason, the supreme court has upheld the delegation 

of legislative (rulemaking) power within prescribed limits. 

Lichter V. Onited States, 334 U.S. 742, 785 (1948). As 

^" Manhattan General Eaulcm»n^ p. v. conm.issioner nf 

Internal Revenue ; 

"The power of an administrative offi><*T- r.^ k«^,.p *. 
^ administer a federal statute Lalr/retlA^rtulL 
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and regulations to that end is not the power to 
'make law, for no such power can be delegated by 
Congress, but the power to adopt regulations to 
C2utry into effect the will of Congress as ex- 
pressed by statute." 

297 U.S. 129, 134 ,(1936) . 

Under the BEOG program (now and hereinafter referred to 
as the Pell Grant program) # the Congress clearly delegated 
to the Secretary the duty to promulgate substantive rules 
for the purposes of providing family contribution schedules 
which would set forth the dollar amounts to be offset against 
family income by family size. 20 O.S.C.A. Sl>?t)a(a) (3) (A) (i) , 
as amended and recodified at $1089 (a) (1). Therefore, the 
issue discussed herein focuses strictly upon the question 
of whether proper statutory procedure was followed by 
Secretary in promulgating the March 13, 1981 regulation. 

The starting point in every case involving the cons- 
truction of a statute is the language itself. Ernst and 
Ernst V. HQchf elder , 425 U.S. 185, 197 (1976), quoting 
Blue ChiP^ Stamps v* Manor Drug Stores , 421 U.S. 723, 756 
(1975) (Powell, J. concurring). Under the Pell Grant pro- 
gram. Congress specifically set forth the procedure to be 
followed by the Secretary. That procedure as described 
earlier, requires 1) publishing a proposed rule by July 1, 
well in advance of the next academic year, 2) providing 
an opportunity for the public to comment on the proposed 
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rule, and 3) submitting the proposed rale to the Congress 
for review and possible legislative veto by October 1 of 
the year in which the proposed schedule is published. 

The statute does authorize amending the schedules 
proposed on July l, but is unclear on its face as to how 
or when the amendment process is to proceed. By reading 
the statute in conjunction with Congressional intent, how- 
ever, it becomes clear that Congress intended to retain its 
review and veto power over amendments as well. To read 
the statute otherwise would permit the Secretary to avoid 
Congressional review and veto over substantive amendments 
proposed after October 1 a!ad thus defeat the plain language 
of the statute and Congressional intent. Such action would 
be outside the scope of authority delegated to the Secre- 
tary by the Congress. Agencies delegated authority to pro- 
mulgate rules have no warrant in law to replace a statutory 
scheme with a rulemaking procedure of their own invention. 
N.L.R.B. V, Wyman-Gordon Co. . 394 u.S. 759, 764 (1969). 

Express Congressional intent, while sparse, rests 
clearly on both practical and policy considerations. 
Implicit in the procedural requirements for promulgating 
the PCS is the practical necessity of establishing family 
offset amounts well in advance of the next academic year, / 
or risk jeopardizing the entire program, since students 
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normally apply to schools for admission in the fall emd 
usually determine which school they will attend by early 
spring,* it is obviously in^erative for students, families, 
and schpols to k-^ow \rtiat the costs of attendemce will be 
and^^roore inqportantly, what aid will be forthcoming. Even 
though the grant aw«trds a^e not made effective until after 
•July ^Jp^ the academic yeeu: involved, the intent of Con- 
' gress was to permit Pell Graxvt applications to be processed 
during th^ January to July period preceding the academic 
yeao: in order for the school and student to know if a grant 
would be available; 2md, if so, how much aid could be 
.expected. Without this information by the spring 
preceding the academic year involved, many students 
might very likely decide not to attend certain schools 
solely on the ground* of cost. This result would min com- 
pletely counter to the basic intent of Congres^ underlying 
the Pell Grant program itself. 

As stated by Rep. Pucinski, one of the managers of 
the bill on the part of the House, the BEOG program allows 
students a choice of schools; "no longer will they need to 
shop around for the school, which offers the most money". 

lia Cong . Rec . 20297, June 8, 1972. Similarly, Rep. 
~~~~~ y • 

Ejqlenborn, also a manager, described the progreun On the 
floor of the House as having two overriding concerns: to 
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benefit middle income students and to increase options 
for all students, id. at 20299. To permit amendments to 
the final PCS after the Statutory period has run fbr pub- 
lishing and Congressional review, could result in limiting 
options for students, directly contrary to what Congress 
" intended when it established the Pell Grant program. 

A second Congressional purpose underlying the statu- 
• tory scheme is associated with the delegated authority to 
the Secretary to determine what a fajiily's expected contri- 
bution to the cost of attendance should be. The criteria 
to be followea in promulgating the PCS are also specified 
by statute (20 U.s.CA. S1070a(a) (3) (B) (ii) , as amended 
and recodified at 20 U.S.CA §1089 (b) (2) ) . Substantively, 
the statutory criteria form the framework for the' Secre- 
tary to implement the formulation of family contribution 
schedules pursuant to the authority delegated to him by 
the Congress. To insure that the Secretary exercises his 
equitable decisions with care, however, the Congress provided 
a "safety net", that is, a statutorily required review by 
each House of Congress of the published schedules, together 
with any amendments, during which period either House could 
exercise a legislative veto. 

In fact, a one House veto has never been exercised 
since the process established in 1972 has worked. The reason 
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it has been successful is because each House and the Department 
have been able to accosnodate their differences realizing that 
t^ not do so within the statutory tixoe frame, well in 2uivance 
'jf the academic year, would seriously disrupt the operation 
ojl the program, and harm its intended beneficiaries, H, Buff 
k Gelhom, Congressional Control of Administrative Ragrulation; 
A Study of Legialatiye Vetoes , 90 Harv. L. Rev. 1369, 1385 
(1977) • 

As stated by the Supreme Court, "the rulemaking provisions 
of the ^Administrative Procedures Act] were r'esigned to assure 
fatLmess and mature consideration of rules of general applica- 
tion". N.L.R.B. v> Wyman-Gordon Co ., 394 U.S*. 759, 764 (1969). 
A plethora of cases hold that a substantive rule imposing rights 
and obligations on affected parties which is not pronnalgated 
in accordance with procedural requirements (of the APA) is void. 
See e.^> N.L.R.B. v. Wyroan-Gordon Co. , supra ; Texaco, Inc. v. 
Federal Power Commis*>'ion , 412 P. 2d 740, 744 (3rd Cir. 1969); 
Hotch V. Lnited States , 212 F.2d 280 (9th Cir. 1954); National 
Motor Freight Traffic Assoc., inc. v. United States , 268 F., Supp. 
90 (D.C.D.C. 1967) (three judge court), aff'd per curiam , 393 
U.S. 18 (1968) . As one of the earliest cases to consider the 
issue of co^-pliance With the procedural rules of thsAPA stated $ 

*The Congressional directive in regard to the proce- 
dure to be followed in the issuance of agency regu- 
latiuHd mUsL we s'crxctly cumpiied with, since tne 
^ issuance of regulations is in effect an exercise of 
delegated legislative power." Hotch , Supra , 212 
F.2d at 282. 
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"«je Act3 lAPA and Federal Register ActJ set up 
the procedure which „mst be lolloweni orfer^ 

Hhat is true for rules promulgated under the aPA is 
equally true for rules promulgated under alternate procedures 
specified by statute to implement a program requirement, as 
in the natter at haad. 

ft is our interpretation of the Pell Grant statute that 
substantive amendments to proposed Family Contribution Sche- 
dule regulations must also be proposed within the statutory ' 
review and vetc period of July 1 to October 1. Therefore, 
regulations issued after October 1 to substantively amend 
legally issued regulations must be invalid. Thus, the regu- 
lations issued by the Secretary on March 13. 1981 are invalid 
and without force of law. 

IV 

IF SUBSTANTIVE AHENDMEOTS 

HAY BE ISSUED AFTER 

OCTOBER 1, THE SECRETARY 

MUST FOLLOW THE PELL GRANT 

AND NOT THE QR qEPA PROCRnriRES 

Absent law to the contrary, agencies generally do have 

wi4e latitude to fashion their procedural rules and to change 

their minds. Seacoast Anti--Poliution Leagtm ^. coatle , 557 r. 2d 

300 (1st Cir. 1979) quoting Vermont y.n... ». Jiear Pow«r r^^ 
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N.R^D.C. r 435 U.S. 519, 543-44 (1978). However, it is a general 
and well established principle that a more specific statute 
will be given precedence by the courts over a i&ore general one, 

regardless of their sequence. Busic v. United States , 

U.S. . 100 S.Ct. 1747, 1753 (1980). Furthermore, when 

there are ^ statutes upon the ssune subject, the earlier being 
special and the latter being general/ it is settled law that 
the special act remains in effect as zxi exception to the general 
*act unless absolute incooipatibi lity exists between the two and 
all matters coming within their scope. State of Utan, Etc . v. 
Kle£2ir 586 F.2d 756 (10th Cir. 1978) quoting 2 A Sutherland 
$51.05 (4th Ed.) . 

The rulema)cing procedures created by the Higher Educati on 
Act for promulgating the Family Contribution Schedules were en- 
acted solely and specifically to implement that part of the 
Pell Grant program. The FCS statutory provision does not incor- 
porate t>y reference either the Administrative Procedures Act 
or the General Education Procedures Act. Furtheru-ore, the APA 
directs agencies to follow specific statutory reqairements 
where provided, inasmuch as it is. a general statutes. 5 U.S-C./. 
5553 (b). The fact thai, thn Department chose to voluntarily 
ccanply with APA rulemaking procedures (the Aj?A rulemaking pro-* 
cedures are not applicable by definition to grant programs, 
id. au S553 (a) (2)) does r.ct niske them rr^rc applicable 
specific procedures are mandated by law. 36 Fed. Reg . 2532 
(1971) . It also doed not provide the Secretary discretionary 
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authority to use general procedures when specific procedures 
are mandated. Thus, use by the Secretary of the apa's rule- 

aaking procedures for aiaending a legally issued regulation is 

invalid. 

This illegality is compounded by the fact that the secre- 
tary used the APA'S exemption procedure for avoidii,g notice and 
comnent otherwise required by the APA. id. at S553(b) (B) . 
While this meiaorandum will not address these issues in detail, 
it is our opinion that the Secretary's use of these procedures 
is also fataUy defective. First, section 553(b) states that 
use of the good cause provision for waiving notice and coannent 
is not appropriate if a statute requires notice ~ the PCS 
section of the Higher Education Act does. Second, due process 
considerations may require agencies to orovide affected parties 
an opportunity to be heard since their rights and obligations 
are being amended. Third, and related to the second point, the 
Secretary's action may arguably not be unnecessary and impraci- 
cable and is arguably contrary to the public interest and due 
Process. 

With respect the the use of the GEPA which provides, inter 
aliS. for a perioJ of 45 days in which the Cngress may review 
final regulations of the Department and adopt , concurrent reso- 
lution of disapproval, it is our opinim that this provision is 

inaonl i <^/ihio t-^ t-u-^ T> — J t-. - ^ 

' '- —~ "-Jr -.oncriDutlon Schedule. 20 U.S.C.A. S1232- 

WXl), as amended. This general statute was enacted in 1974, but as 
stated earlier, tf, special act (Pell Grant) te.main3 in effect 
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as eai exception to the general act. Therefore, whereas GEPA's 
procedure applies t) most final regulations of the Departaient, 
the procedure does not apply to the FCS since a .-eparate 
specific procedure is set forth for promulgating FCS regula- 
tions. Furthermore, to substitute a concurrent resolution of 
disapproval for a one House resolution of disapproval is to 
illegally enlarge ,upon the statutory procedure and create a 
stricter test for "di sapproval. 

In light cf the fact that neither the APA nor the GEPA 
procedures apply* the only procedure which can apply if it is 
held that substantive amendments can be promulgated after 
October 1, is the Faiily Contribution Schedule procedures them- 
selves. Two argtiments can be advan *d for this position. 

First, as has been^ stated previouslyr the Congressional, 
intent in enacting the FCS procedures was premised upon 1) 
finalizing the Schedules well in advance of the academic year, 
and 2) weighing the equities of the Secretary's decision and 
^subjecting that decision to possible one House veto. This was 
the basis for our conclusion that an amendment after October 1 
was not contemplated by Congress. Assuming amendments to the 
Schedules can be made, however, this procedure provides the 
only means to effr.ctuate the legislative intent of providing for 
possible one house veto. 

Since Lhs ar:ci.dsr«nt proccc- -..-ould occur outside the 
statutorily prescribed time frame, however, the court would 
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have to set a time period during which the Congress must act 
to disapprove, in order fo. the procedure to be compatible 
With the originally prescribed procedure. While such an 
order does present legal difficulties, case law does exist 
to support a judicial oroer designed to ensure fairness and 
due process which fashions rule:„aicing procedues not provided 

for by statute. See.e^. ^ „.s. civil . 

554 P.2d 1140. 1154 n. 2e (O.c. Cir. 1377, citing K. Oavis. 
^^^i^^iS^^Stiv^J^v^^ ^^^^^ 
fubli^Procedures for The Pro^u^aatioj^^Onterer^^ 
and^ neral state^^n^. of Policy, „ Geo. X,.J. 1047. 1059-71 
(1976,; curlp^t V. Ha^Eton. 438 P.Supp. ^05^s.o9 (D. Alas.a 
. It. Should be noted however, that the Supreme court has 
recently stated ti.at the courts should order, on^y in rare 
cxrcuestances. specific procedures on renu^d. Ver..nt Vanicee 
Nuclear Powe r- Cora, v N r n r . 

EE- 1- N.R.D.c. inc .. 435 U.S. 519. 524 (1978,. 

second. bY analogy, if one exanunes the APA. amendment, to 
legally issued regulations are considered regulations, which U 
substantive in^ature (that is in^ose .ights and obligations 
on affected parties, . must, in order to have the force of law 
be issued legally as well. 5 U.s.C.A. SS551(5, ; 553(b,.. see' 
^^-co^lnc, V. PPc. suera, at 742-44. This means the 
an^ndment „^t comply w.th statutorily prescribed procedures 
or it Will be invalid unless . l.g.,^^,. ^,„,,,„„ ^^^^^^ 
The sa^ne principle of contruction is of e<^al applicability 



ERIC 



28[) 



276 



ta amendments of re>3-aations issued pursuant to a mandated 
procedure- Thus, if subst^^ltive amendments can be aiade to 
the FCC after October 1# they must be in accordance with the 
FSC procedure or a procedure which would substantially satisfy 
the same Congressionar purpose. 

V 

EFFECTIVE DATE 

If our principle theory is upheld, to wit, the Carter 
regulation is unamendable except for minor technical changes, 
a remaining issue is its effective date. Since we have argued 
that Section 1232(d)(1) of the GEPA is inapplicable, the effec- 
tive date should^ January 19, 1981. Assuming the 45 day review 
period required by Section 1232(d)(1) is applicable, that period 
ha s als j) n^w run. 

The Secretary might argue that the period was tolled on 
January 29, 1981 by the Presidential freeze until March 31, 
1981, Thus, :t would not be effective- Notwithstanding the 
abcf<: argument the Presidential freeze applied to Executive 
Branch action nc- the legislative Branch- By the terms of the 
statute, the Congress reserved to itself a review period which 
the President has no authority -n his own to alter- Therefore, 
the regulation is effective immediately- ^ 

VI 

CONCLUSION 

It is our opinion on the basis of statutory interpreta- 
tion that the Secretary may not substantively amend tiie Carter 
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Administration regulation of January 19, 1981 vhich substan- 
tially complied with the procedures mandated by Congress for 
promulgating ramily Contribution Schedules under the Pell 
Grant program'. To permit the Secretary to amend the January 
19, 1981 Schedules would violate both the plain language of 
the statute and the intent of Congress. Therefore we believe 
a suit seeking injunctive and declaratory relief would pre- 
vail et-d would result in the Carter regulation being effective 
for the upcoming academic year under court order. 

If you have any questions concerning this Memorandum, 
please call Richard E. Verville or Pecer S. Leyton. 
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9 

STATEMENT 
OP THE 

AMERICAN STDOENT DENTAL ASSOCIATION 
ON 

FINANCING DENTAL EDUCATION AND 

> t 

PROPOSED CHANGES IN STUDENT LOAN PROGRAMS 

Proposed changes in student assistance programs by the Adninlstration 
already are causing a panic situation in the financing of dental education 
that may affect the nature of dental practice in the future. Obtaining a 
dental education is extresaclv expensive; the cost of getting that education has 
at oost institutions outpaced the inflation rate dramatically. The average 
tuition at both public and private dental schools has increased asore than 140 per 
cent over the last six years. According to a report coispiled by the Aiaerican 
Dental Association Council on Dental Education the mean first-year tuition in 
a United States Dental School is 0*+,393 and $5 ,687 for residents and non-residents 
respHtrlvelT. ^ean value education costs for text bocks, yxed fees and required 
instrucent purciascs during the first year arc ar additional $2 ,857. It is ita- 
portant to no-e here tha: the avtrage dentai student is fsced with fees total- 
ling $8,54'4 even before allowi*'g for living expenses. According to the American 
Dental Association, total education cost^ are over ^18,000 a year. At several 
instutitions tuition alone approaches $16»000. 

Clearlv these ore Intiaidating nuisbers for a student to face. The rigorous 
schedule of a dental school curriculun offers little time for outside eruployment 
while in school. Most prograias keep dental students in school AO hours a week and 
require the remaining time for studies and the preparation of laboratory projects. 
The preparation of these technique projects require not only much titae but also ^ 
supplemental expenditures for additional supplies and equipment. Compounding 
this problem is the fact that man> dental schools require attendance through the 
suBffier jonths. Therefore dental students across the nation by virtue of their 
curriculum oust rely heavily on low-interest student loans to attain their cduca* 
tion. Access to adequate funds at low-interest rates is vital for thcs dental 
students . 
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n.. Gu.r.nt«d Student Loan Program is currently the most utilized student 
.«Utance progr«. In the nation, tw. .hfrds of all dental students are currently 
receiving Guaranteed Student Loans. Tnls progr.- offers several feature that 
«.ke it «n Ideal foundation to build a student assistance .ackage. These are: 

1) lo-school interest subsidy for the 9Z rate « which these loans are «de; 

2) slx.=onth post graudate grace period before repay»ent Is to begin; and 3) a 
«..U1 allowance for the duration of the repas..nt period to cover the dif- 
ference between tie 9Z Interest rate and the ^l-da, Treasury Bill rate plus 
3.52 which the governnjenc pays to lenders. 

Maintaining the i„-school Interest subsld, and special .„owan=e Is the 
important feature of the CSL Program to maintain. The American Student' 
Dental Association Is alarmed that eliminating the m-school Interest subsidy 
would Place .ndue financial burdens cn dental students needing toM«»o„ suf- 
ficient funds for their education. Ve believe that maintaining reasonable In- 
terest rates, the In-school Interest subsldv provision and special allowance 
are crucial In controlling rls.ng educational debts. Dental students are amassing 
debts fro= S20.000 to over ,50.000 for their dental education, clearlv « d,,tal 
student is not In a position to pay the Interest while in school on debts of this 
magnitude and adding the Interest to the principal would result in interest being 
paid on interest while at the same time creating an unmanageable debt. 

It is important t. note that most dental students have completed . years of 
undergraduate wor. prior to entering dental school. Amassing Interest payments 

she .would find it Impossible to .ecover from. „e are deeply concerned with the 
Implications large educational debts will on dental practice locations. 

qualUy and type. Uncontrolled educational debt win nut „res..,r. 

CO establish high dental fees which would be a reversal of the co»endable record 
the dental profession has established in keeping fee Increases well below the rate 
of inflation. Large educational debts also complicate the picture for the new 
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Sraduate seeking to bornw funds for starting their practice. Start-up costs 

can range £ro« $60,000 to $90,000. A new practitioner's borrowing power for 

start-up costs is inveraiy proportional to his total financial obligations ( i.e., 

size ol^debts and interest). Large interest payments will cut directly into 

the gross anount that new dentists are' able to borrow. It would indeed be a bitterly 

Iroaic situation if the young graduate after spending 8 long years pursuing a 

r- 

profession would be unable to borrow sufficient funds to start their new career. 

ASDA feels that in determining what changes in the 1980 Adnendoent to the 

t 

Higher Education Act be enacted by Congress to iseet 1982 Budget Authority levels, 
funding for the interest subsidy and special allowance provisions 9f the GS.L be 
maintained. The Administration's request of $1.77 billion for FVS2 io ^figure 
well belov the rV81 request of C3.36 billion will not inect the projected loan 
volume need. ASDA suggests that a figure of $2.5 billion be aoprooriated for 
with certain changes in the authorization language. 

ASDA is aware of the turrent fiscal constraints imDosed and- respectfully 
recosmends the following cost-saving measures be enacted. We believe these 
measures are fiscally responsible without damaging the effectiveness of the 



programs. 



1) Reduce the special allowance pal4 to lenders. Sixth percent of the 
cost of the r.SL program is dlrectlv linked to the forces of the 
rising and falling 91 day Treasury Bill rates. It is estimated that 
for every 1 percent change in the T-Bill rate, program costs change 
by approximately $100-150 million. Currently ^thc special allowance 
is paid quarterly at an annual ratt equaling the 91 day Treasury Bill 
rate plus 3.5 percent, ASDA recotatends that the special allowance 
be cslcuiatcd using the 91 T-Bill rate plus 1.5 percent. This would 
provide a saving to the government of between t200-300 million without 
affecting the loan volume svaiJable to students. 
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2) Inaure borT^wer* for death and dl.ablUty. According to figures 

provided by the Department of Education losses for mi due to death 
dlaabUlty and bankruptcy aoounted to a total of S29 allllon. a 
group Insurince program should be eated to offset these lossea to 
the Federal government; this could be done at a minimal cost .o , 
loan recipients. Borrowera could be charged a one time fee of 3/4 
percent of their loan volume to purchase a death and disability 
policy for the loan. If this ^ad been done In ^980 vhe:. the loan 
volume was $4.8 billion the FY81 losses of $:9.000.0QO could have 
been covered by the S36 million In revenue generated through the \ 
Insurance program A student receiving a S2.0oJ*W woul^ have 
paid S15.00. 

3) Reduction In the Administrative aUowance for lenders. 
*' 

A. the cost of acquiring a dental education rises, the Health Professions 
Jtudent Loan Program becomes an Increasingly Im portan t so urce of financial a..l.. 



tance. The lack of availability of funds from the CSL Program will force nany 
students to seek funds through the HPSL Program. Currently almost 2.000 denr.l 
students are utilizing this program at a l.an volume of $2,964 million. aSDA 
urges t:,e committee to fund this loan prograo a- a level of $4.5 million as a 
budget line item targeted specifically for dental students. We feel that the ^ 
increased apnr., r ation U justified and necessary due to the following: 

1) Dental students are faced with fixed fee and tuition costs that are 
dramatically outpacing inflation. We also face price increases in 
equipment and supplies that are unique to dental students. No other 
type of health profession student has equipment purrh.«,.s of «urh a 
large nature while pursuing their education. 

2) With the loss of federal capatation to dental schools In n-82 soae 
of the lost fu:^d$ to the dental schools will be made up In tuition. 
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fee and «qulp|ient charge incretset unique to the next few academic ^ 
yeara. 

3) The tight ooney aituation that viU exist in the GSL Program will 
force Dore atudenta into using the HPSL Prograa. 

ASDA It concerned that without properly authorize<^ loan programs a career 
aa a dentlat will not be acceaaable to thoae qualified. At a time vhen compe- 
tition in the educational loan narket is keen, students in the health field muat 
have adequate low-interest funds to oeet their high educational coats. We have 
reached the unfortunate point where autdnets . f ros lover middle claas socio- 



economic faaille« flAj it Impossible to raise funds necessarv to atten'3 dental 
«cho<51s In ad^i^on to the possible restricted access of' less wealthy studenta 
into these schools, a bleak financial trend will affe<.L the career choicea of 
health profession students after graduation. 

In the paat, dental students, and ot^jer^calth profession students, hav» 
proven to be quite realiable in meeting repayment obligations of federal student 
loans. For cxasple, the default raci^ of Health Profesaiou Student Loan Program, 



\ 



a loan source rcatricted to health profession atudents, has been consistently 
near the 1 percent mark since the program's ince^ion. Fiacal accountability is* 
an important cornerstone to building^ prof esslon^l moral standards. ASDA is in 
favor of tough provislona to guarantee repayment of all student loans. 

At this juncture I wish to point out some of the problems the nev dentist, 
a graduate of the ilass of 1981, will face. , 

It Is valuable to draw some compariaons wlih thf graduate of only a few 
years ago Twentv-five vears ago graduates from dental school spent <:3,600 for 
their education. They could expect an average annual income of over $12,000 for 
their first four vears with the ability to locate in \^%x. about any arear finding 
a national ahortage of health professionals The 1981 graduate faces a picture \^ 
that can only be deacribed as grim, Thev arc graduating into a orofeslon that 
Is experiencing a manpower maldistribution problem. The 1981 graduate ia leaving 
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school vuh .n ,v««(;« .duc«lon.l debt In exce„ of S27.000. Thty 
t.rl„g ,„to .„ «o„o=y th« is suffering . „nou. do«,tum vuh high l„»re„ 
.nd infl.tlon r.te.. The „u=ber of b«k,uptcl« filed bv profession.!, h.. 
been on the upswing recently. Cost, for st.rting a new practice c.nr.n any- 
where froo S40.000 to $90,000. 

ThsnK you for your slt.ntlon. If you h.v. .ny questions. I wiu fc. h,,,, 
to answer thea for you. 



Dr. Orcst C. KonarnyckvJ, D.D.S. 
ASDA Representative on Legislation 



|pn^t'\^«v^'''lP°''''u^'^^® information has been helpful and at 
ais m part, those concerns which are many, and hopefullv a com- 

here, that may express itself during the next few weeks ^ 
lhank you very much. 

[Whereupon, at 1:55 p.m.. the subcommittee adjourned.] 
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